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PROCEEDI NGS
--000- -

HEARI NG OFFI CER VENTURI NI :  Good afternoon

To make sure everyone is in the right place, this
is an energency hearing to consider a request by Chevron for
emer gency vari ance.

My name is Peter Venturini. | amthe Chief of the

Stationary Source Division, at the Air Resources Board.
have been designated by the Executive Oficer as the Hearing
Oficer for today's enmergency variance hearing.

Can all of you hear ne, and on the phone?

Thi s energency hearing is to consider a request for
Chevron USA for an energency variance fromcertain provisions
of the California reformul ated gasoline regul ati ons.

These regul ations control eight properties of
gasoline sold or offered for sale in California. Please note
that such a variance, if granted, would apply only to
conpliance with the Board's regul ations and woul d not relieve
Chevron of the need to conply with federal gasoline
regul ati ons.

Chevron's application for an energency vari ance was
received by ARB staff yesterday, July 13, 1999

The notice for this emergency hearing was posted on
the ARB web page on that date, and the presence there has

been made known to both the ARB's fuels |ist server
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subscribers and a list of persons who have expressed their
desire to be notified by tel ephone of variance heari ng.

Thi s energency variance hearing is being recorded
on tape and by a court reporter

Since some parties are participating by tel ephone,
I am aski ng each hearing participant to identify thensel ves
for the record and to the other participants.

We will begin with M. JimRyden, Administrative
Law Judge, who will be ny counsel, and then following with
the participating ARB staff, Chevron representatives, and
ot her persons who are here in the hearing room and finally
all the parties who are participating by phone.

When we get to the parties participating by phone,
if you would please, in addition to your nanme identify your
organi zati on.

W will start with M. Ryden.

MR. RYDEN: Okay. My name is James R Ryden, | am
an Administrative Law Judge with the Air Resources Board.

HEARI NG OFFI CER VENTURI NI :  ARB staff.

MR. SIMEROTH: Dean Sinmeroth, with the California
Air Resources Board, Chief of the Criteria Pollutants Branch
in the Stationary Source Division

MR. JENNINGS: Tom Jenni ngs, Senior Staff Counsel,
at the Air Resources Board and representing staff in the

pr oceedi ng.
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MR BRASIL: Tony Brasil, Air Resources Engineer in
the Fuel Secti on.

MR BRI SBY: Steve Brisby, Manager of the Fuel
Section, Air Resources Board.

MR. VINCENT: Richard Vincent, ARB.

MR, BEDDOR:  Chuck Beddor, Air Resources Board,
Conpl i ance Di vi si on.

M KE SCHEI BLE: M ke Schei bl e, Deputy Executive
Oficer.

HEARI NG OFFI CER VENTURI NI : Does that cover all ARB
staff?

Let's have the Chevron representatives identify
t hensel ves, pl ease.

MR. JESSEL: M nane is Al Jessel.

I ama planning consultant with the Fuels
Regul ati ons Em ssions Technol ogy Group, with Chevron Products
Conmpany.

MR, FERRELL: My nane is Don Ferrell.

I amthe Products Supply Manager for the Wst Coast
for Chevron.

MR SPURLOCK: M nane is M ke Spurl ock.

| amthe Optimnzation Manager of the Ri chnmond
Refi nery.

MR BARR. M/ nane is Mchael Barr.

I aman attorney with Pillsbury, Mdison, Suttro,
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representi ng Chevron today.

HEARI NG OFFI CER VENTURINI: Is that all the
representative?

Ckay. Wiy don't we go around the table and pick up
the other parties that are here today, starting at the end of
the table.

MR, GRATTON: John Gatton, Gatton-Galatti.

I represent U tramar.

MR, SCHREMP: Gordon Schrenp, Fuel O fice of the
Cal i forni a Energy Commi ssion.

MR GLAVI ANO. Tom d avi ano, Fuel O fice,

Cal i forni a Energy Conm ssion.

MR VWRIGEY: Cdark Wigley, with Tosco
Cor por at i on.

MR, ASHBY: Tony Ashby, Sierra Research.

MR REA: WIIiam Rea.

I am here representi ng New West Petrol eum

MR SI MPSON:  Randy Sinpson, New West Petrol eum

MR WALKER  Chris Walker, with the California
Service Station and Autonotive Repair Association.

MR, KASLER  Dal e Kasl er, Sacranento Bee.

MR COFFEY: Jack Coffey, for Chevron.

HEARI NG OFFI CER VENTURI NI : Does that cover
everybody in the roonf

kay. Let's continue now with those that are on
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the tel ephone, and if you could please state your nane and
organi zati on.

MR MOYER  Craig Myer, representing the Western
I ndependent Refiners Association.

MR DE COTA: Dennis De Cota, with the California
Service Station and Autonotive Repair Association.

MR BORENSTEIN: Steven Bornstein, with the UC
Energy Institute.

MR SMTH:. This is Steve Smith, Keith Sutton and
Beth Basil, with Tosco Corporation.
SM TH.  Dave Smith, from ARCO
ERION. Bruce Erion, with Ecoline Enterprises.
LUENBERGER: Erni e Luenberger, from ARCO
DUGRAY: Syl via Dugray, from EPA Redesign.
FOSTIC.  John Fostic, with Mbil.

STEWART: Gray Stewart, with Mbil.

2 3 5 % 33

FREEL: John Freel, with Chevron Products
Conpany.

MR, HACKETT: Dave Hackett, Stillwater Associates.

HEARI NG OFFI CER VENTURI NI : Di d soneone just beep
on?

M5. GREY: Gna Gey, wth WPA

MR GOULD: Curt Gould, with California Service
Station Autonotive Repair Association and the National

Al li ance of Chevron Marketers.
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1 MS. BRI GGS: Rochell Briggs, Los Angel es resident,
2 no affiliation with any company.
3 M. FRANK: Lisa Frank, for -- Conpany.
4 MS. BROCKS: Nancy Rivera Brooks, Los Angel es
5 Ti nmes.
6 HEARI NG OFFI CER VENTURI NI :  Anybody el se?
7 MR CLARK: John O ark, wi th Hanover Refining.
8 MR. G VENS: Robert Gvens, with Bridge.
9 MR, SAWER: Keith Sawyer, with Bridge.
10 MR NORTON: Chris Norton, Bloonberg.
11 MR JOHNSTON: David Johnston with --
12 HEARI NG OFFI CER VENTURI NI :  Anybody el se?
13 | amsorry. Can you please repeat that?
14 We coul d not hear you.
15 Anyone el se?
16 Last call for anybody on the phone.
17 MR. KINSEG Russ Kinseg, Kinder-Mrgan Energy.
18 MR, FARE: Rob Fare, Falcon Fuels.
19 HEARI NG OFFI CER VENTURI NI :  Anyone el se?
20 Ckay. | assume that is everyone on the phone.
21 Is there anyone that cane in the roomthat needs to
22 i dentify thensel ves?
23 MR MARTIN. | amJerry Martin, spokesman for the
24 California Air Resources Board.
25 HEARI NG OFFI CER VENTURI NI :  Thank you. Sounds like
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sonmeone just signed-on, on the phone.

Coul d you please identify yoursel f?

MR WVWRIGHT: Sure. Bob Wight, wth Methadex.

MR VARENCHI K: Peter, it is Rich Varenchik, with
the ARB, in the EIl Mnte office.

HEARI NG OFFI CER VENTURI NI :  Thank you.

Last call for the tel ephone?

Bef ore we begin testinony today, | would like to
review the process for this energency variance hearing.

First, we will be swearing-in all persons who
intend to testify at this hearing. |If you offer testinony,
when you do so for the first time, | would appreciate it if
you woul d confirmthat you were sworn in.

Next, after the swearing in, I will ask staff
counsel to summarize what this energency variance hearing
must consi der and what findings nmust be made if an emergency
variance is to be granted.

Al so, counsel will explain the type of testinony
that may be legally kept confidential.

Then | will ask Chevron's representatives to
present their position. | stress that it is the applicant's
responsibility to provide all the evidence and argunents that
it wants me to consider.

I f Chevron requests that some information be kept

confidential, | will adjourn the hearing and with the staff
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hear the testinony in confidence.

The confidential session will be recorded.

However, the transcript would be presented only in a court of
law, in canera

After Chevron's testinony, | and M. Ryden may ask
questions of Chevron. | wll then ask staff if they have any
conments or questions.

Then we will provide an opportunity for other sworn
parties to nmake statenents.

However, | want to stress that other parties may
not directly question the applicant. The conments shoul d be
directed to ne.

Each person who testifies should identify himor
hersel f each tine he or she speaks. Testifiers may offer
witten material for inclusion in the witten record.

Finally, I will ask Chevron for its closing
remarks, and then | will ask staff for any closing remarks
and any reconmendati ons.

Thr oughout the proceeding, | may ask questions of
the person testifying or of staff. | may direct that witten
evidence that is not in the application be entered into the
record

Chevron may request confidentiality of such witten
docunents, if they neet standards for such treatnent.

I want to briefly describe ny role as Hearing

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345
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Oficer.

My role in this proceeding is to preside at this
enmergency hearing, to consider the evidence provided to the
record, and on the basis of that evidence, to judge whether
or not the criteria providing for energency vari ance have
been net.

If an emergency variance is in order, | nust
recomrend its duration and the appropriate conditions to the
Executive O ficer of the Air Resources Board.

Pl ease understand that ny determ nation will not
guarantee the issuance of denial of a variance. | wll nake
a recomendation to the Executive Oficer, who will make the
final deci sion.

As Chief of the Stationary Source Division, I
supervi se sone of the staff who will participate in this
heari ng.

However, mny only contact with this case has been to
read the docunents that are in the record, such as the
application for variance. | have not discussed this case
with staff, the applicant or others.

I will ask Chevron when it begins testinony to
indicate if it has any objection to ny being the Hearing
Oficer.

Before | conduct the swearing in, | would

appreciate if those that intend to give testinony, if you

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345
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are, particularly, in the room to naybe just indicate by
rai sing your hands, so | have an indication other than
Chevron who intends to nake statements.

Ckay. How about on the tel ephone?

MR MOYER This is Craig Muyer, and | intend to
testify.

MR. DE COTA: Dennis De Cota, California Service
Station Autonotive Repair Association, | intend to testify.

MR SMTH: This is Dave Smith, with ARCO

I may testify.

HEARI NG OFFI CER VENTURINI: In the room we have
John Gratton, U tramar.

CEC.

MR. ERION: Peter, this is Bruce Erion, and ny
question to you is kind of along the lines of, do you want
anyone who may have conments to identify at that time?

HEARI NG OFFI CER VENTURINI:  What |I'mtrying to do
right nowis get a perspective of how many people intend to
testify and to notify you that when we do the swearing in,
you shoul d participate in that swearing in.

MR Erion: You may want to swear ne in. | nmay or
may not testify.

HEARI NG OFFI CER VENTURI NI :  Maybe what we will do,
for those on the tel ephone, if you intend to testify, we will

swear you in at the tine that you intend to testify.
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MR ERION: That works for ne.

Thank you.

HEARI NG OFFI CER VENTURI NI :  Ckay. Once again, for
the court reporter's benefit, you need, those of you on the
phone, and even around the table, need to identify yourself
so that the court reporter will be able to properly identify
you.

Ckay. We'll proceed then with the swearing in of
those persons in the roomw shing to testify.

(Thereupon the Wtnesses were, by the

Adm ni strative Law Judge, sworn to tell

the truth, the whole truth and nothi ng but

the truth.)

THE W TNESSES: | do.

HEARI NG OFFI CER VENTURI NI :  COkay. Those of you on
t he phone, when you request to testify, we will swear you in
at that tine.

Now, | would like to proceed to the summary by M.
Jenni ngs, Staff Counsel, who will review for us the
regul atory provisions that we nust follow pertaining to
energency variance and review of the definition of
confidential information.

MR. JENNINGS: Thank you, M. Venturini.

As you indicated, this variance hearing is being

conducted in accordance with Section 2271 of Title 13 of the

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345
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California Code of Regul ations

This Section on variances was amended in 1996, to
conformwith and inplenent SB 709, which was enacted in 1995

It added Health and Safety Code Section 43013. 2,
subsection H of Section 22, authorizes the issuance of
enmer gency vari ances.

An emergency variance can be issued without the
notice that is required for regul ar variance.

It is to be issued only on show ng of reasonably
unf oreseeabl e extraordi nary hardshi p and good cause. An
energency variance cannot extend nore than 45 days.

It is -- the Hearing Oficer is subject to
Subsection F on conditions and fees in granting an emergency
variance, with one exception or condition about requiring a
conpl i ance pl an.

The nost inportant condition that is required is
that Subsection (F)(2) requires that any variance be
acconpanied with a variance fee of fifteen cents per gallon

This was expressly authorized by the 1995
| egislation and was enacted in the regul ation

The objectives of the fee are generally two-fold.
The first is to avoid having the variance gi ve an econonmic
advantage to the recipient of the variance conpared to
conpani es who are fully conplying with the regulation, and

the second is to assure that the variance recipient exhausts
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all supply alternatives for getting conplying products before
seeki ng or using the variance.

The energency variance is to be issued solely based
on substantial evidence in the record.

If the conpany cannot denonstrate that it will cone
into conpliance by the end of the energency variance period,
there is a requirenment for prima facie denonstration of the
findi ngs of Subsection (D), which are the findings that are
required for a general regular variance.

Those findings are generally two-fold.

First, that for reasons beyond the reasonabl e
control of the applicant, requiring conpliance would result
in extraordinary econonic hardship; and the second is that
the public interest in mtigating the extraordi nary hardship
by issuing the variance outwei ghs the public interest in any
i ncreased em ssions or air contam nants that which woul d
result fromissuing the variance

As | indicated, there is not a requirenent that
there be a conpliance plan.

HEARI NG OFFI CER VENTURI NI :  Excuse me. There
appears to be sone chatter by sone of the parties on the
tel ephone that is interfering with the hearing.

If you are having sonme discussion, please put your
phone on nute or whatever you need to do.

Thank you.
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MR JENNINGS: Finally, Section 2271 (B)(2)
pertains to the treatment of confidential information. As
you indicated, information that is clained to be confidentia
can be subnitted.

It is subject to our regular regulations on
treatnment of confidential matters, which provides for a
denonstration of the justification for confidentiality.
Where the material neets certain criteria, the ARB makes the
ultimate determ nation whether the material does neet the
criteria for confidential treatment.

If we determine that it doesn't qualify, we are to
release it after 10 days. W can be joined for doing so by
the court.

It has been practice in previous variance hearings
to encourage conpanies to only submit non confidentia
information to the extent feasible to linit confidentia
information so that the public is aware of the proceedings.

I amsure we can try to work any of these issues
out today.

That concl udes my description.

HEARI NG OFFI CER VENTURI NI : Ckay. Thank you very
much, M. Jenni ngs.

At this point, | would like to give the opportunity
for Chevron to present their case and their infornmation

Who will be the prinmary representative?
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MR JESSEL: | will be, Al Jessel.

HEARI NG OFFI CER VENTURI NI : Ckay. At the outset,
I need you to let ne know if you have any objection to ny
serving as the Hearing Oficer.

MR. JESSEL: W have no such objection.

HEARI NG OFFI CER VENTURI NI :  Thank you.

For the record, would you just indicate that you
were properly sworn in?

MR JESSEL: | was properly sworn in.

HEARI NG OFFI CER VENTURI NI : Pl ease, proceed, M.
Jessel .

MR JESSEL: Okay.

First of all, | want to |l et everyone here in the
room know and on the phone know that this is a particularly
unpl easant task for Chevron. This is not sonething we |ike
to do as a routine basis.

It is a series of events that occurred in our
refinery systemand the narketplace that have caused us to
come here with fair amount of regret that we have to cone
here and ask for a variance to sell non-conplying gasoline in
the State of California.

We want to extend the apol ogy fromthe President of
our conpany, Pat Wrks, to the people of the State of
California, that we are in this particular situation.

Having said that, we are here trying to deal with
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it, totry and mtigate the circunstances to the extent
possible and try to nake amends to the people of the State
and to our custoners.

The application speaks for itself. | was not
pl anning to read that into the record, unless, M. Hearing
Oficer, you would like ne to do that.

| understand it is part of the hearing record now.
We do not need to go into that again unless you wi sh to.

I will be asking nmy coll eagues here, M. Ferrel
and M. Spurlock, to briefly go through the particulars that
are in the application, if that is okay with you

HEARI NG OFFI CER VENTURI NI :  That will be fine.

I don't think it is necessary to read the
application but to go through the major points, and | think
it is inportant that you provide for the record your
rati onal e why you believe it is necessary that you receive an
emer gency vari ance.

MR JESSEL: We plan to do exactly that.

We are requesting a variance to sell higher
em ssion gasoline in the State of California. |In the
application, anyone who has read it understands that, we have
in advance agreed to the najor provisions that are found in
Section 2271 as conditions, including fifteen cents per
gal l on fee.

We also will accept other reasonable conditions
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that the Hearing or Executive Oficer may wish to i npose. W
wi || show good cause for the granting of this variance, that
the circunstances will produce reasonably unforeseeabl e
extraordi nary hardship to Chevron, to Chevron custoners,
primarily, and to other people in the State of California.

One thing that | want to add to put the application
in context is that this is a very, very fluid situation, as
the comments of ny coll eagues here will bring out, that
things are changing daily, as they do often in a situation
like this and in the refining and nmarketing industry.

I think we will be able to give enough evidence to
show that this situation is very critical, but it is changing
rapidly, potentially as we speak.

So, with that, | think I will have ny coll eague,

M. Spurlock, who represents the Richnond Refinery, talk a
little bit about the events that led up to this, and then
after that, M. Ferrell will talk about the efforts that we
have made to deal with the situation we have had at our

Ri chnond Refinery in the context of industry conditions and
what we plan to do to get ourselves out of this situation,
put the variance in that we are asking for into context.

HEARI NG OFFI CER VENTURI NI :  Ckay. M. M ke
Spur | ock.

MR SPURLOCK: | am M ke Spurlock. | have been

duly sworn in.
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Back in March, we had an event that has been
docunented in the application here, where part of our
equi pnent was damaged, and we were operating --

MR JENNINGS: M. Hearing Oficer, | think there
is music playing on the tel ephone.

HEARI NG OFFI CER VENTURINI: W are getting sone
musi ¢ comi ng back over the tel ephone.

If soneone has a radio on, could they please turn
it off?

MR. JENNINGS: It seens to be off.

HEARI NG OFFI CER VENTURI NI : Pl ease, continue, M.
Spur | ock.

MR, SPURLOCK: Since March, we had our hydrocracked
event, we have been operating with curtail ed gasoline
production capability.

Over this past weekend, we had a second incident
where we shut down a piece of equi pnent and had a subsequent
event which further reduced our production capability to the
poi nt where we are now very limted in our ability to produce
CARB gasol i ne.

The application we submtted tal ks about a nunber
of 30,000 barrels a day of production, and that is the anount
we feel we can reliably, fairly reliably produce during the
time that this unit is down, given that we are unsure that we

can acquire enough other bl endi ng conponents and things that
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may add and enhance that capability, so that is the nunber we
are willing to fall back on at this present tinmne.

The condition of the unit is that we are currently
in the process of cleaning that unit up. W are several days
away from having a conpl ete inspection on the extent of the
damage.

It may be sonetine next week before we can fully
assess what will be the return to on-line status.

What that date would actually be, an early guess,
based on optimsmas to what we mght find, indicates we
m ght have the unit back, at least in partial operating
condition, perhaps a nonth from now.

Again, we are at a discovery phase here where we
don't know the full extent of the damage, and there is some
uncertainty around the capacity of which we will operate say
a nonth fromnow, when we at |east can be able return the
plant to partial operating condition

So, probably in a week or so we will have a better
fix on that.

In the meantine, that is about the linmt of what I
can tell you. W are in a maxi num CARB gasol i ne production
nmode right now, so there is little that | can see that we
could do at the refinery that actually would produce nore at
this point.

I guess the other thing that | want to enphasi ze,
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that were agai nst a considerabl e nunber of Iimtations within
the refinery. It's a very unusual mnpode that we are in.

There are many difficult Iimts, on process lints
and as well as logistical linmits, and Don will talk about
some of those, that make our situation somewhat precarious as
far as the node of operation that we are in, fromjust a
reliable supply standpoint.

We al so need to nake sure when we do return the
unit to service that we have got a good assessnent of all the
equi prment reliability issues as well as environmental issues
when we start the unit back up, the particular unit that was
damaged, the electrostatic precipitator, of course, is
critical to our environmental conpliance, so we want to nake
sure to get in and nmake a very thorough inspection of that,
make sure it nmeets all of those requirenments before we nove
f orwar d.

That is about it.

HEARI NG OFFI CER VENTURI NI :  You nentioned you
expected to be able to continue to produce 30,000 barrels a
day.

What kind of shortfall does that give you?

MR SPURLOCK: Wl |, our nornmal production
capability for CARB gasoline in the sunmer time m ght be on
the order of 120,000 barrels a day, 110,000 barrels a day, in

that range
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HEARI NG OFFI CER VENTURI NI :  Okay. Thank you.

MR. JESSEL: That represents an 80,000 barrel a day
shortfall, and that is how we conputed 3.5 mllion barrels
for the total request for the variance over a 45-day period.

It is as sinple and neat as that. There isn't a
whole ot nore actually to add to the side of a different
number .

The situation, as M. Ferrell, is going to explain,
is very, very fluid.

We do not know how we are going to be able to nmake
up that shortfall, because of the nature of the market, the
availability of other conponents, the availability of other
CARB gasoline, the availability of fuel that we can turn into
variance fuel, so, the total amount for the work here in the
variance is very hard to come up with a pinpoint nunber.

So, we took a very sinple approach, taking our
normal production rate mnus what we could reliably produce,
the difference of that, tines 45 days, that is where that
nunber canme from

Don.

MR FERRELL: My name is Don Ferrell. | have been
properly sworn in.

To add to what M ke and Al said, we had been in the
mar ket purchasing the gasoline that we need to supply our

custoners ever since the incident in March.
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So, the real event occurred in the mddle of the
sumrer for us, |ast Friday, when we |ost the Cat Cracker in
an unpartitioned way, a tinme when the industry had been
drawi ng down inventory, figure was 31 nillion barrels in APR
reported industry inventories at the end of May, falling to
the current figure before the APR report this week was around
27 mllion barrels, 26.8, | think was the number.

That is very low for this time of year, in high
demand | evel s.

The consequence of that is when we |ost the
production, and we went to the other producers of CARB
gasoline in the industry to try and purchase supplies to
mtigate the loss, we were only able to partially replace
that | oss.

In fact, the application is 300,000 barrels, and
still after a few days of effort in the first few weeks
bet ween now and end of July, very close to that nunber, which
conparing to what we have lost is less than half of the
supplies that we needed, we are continuing to replace that
| oss by a nunber of other neasures, that includes draw ng
down inventory, which really for Chevron was already at a
fairly low level, not just Iimting our purchases to the area
but trying to find them anywhere in the State fromwhich we
can deliver themin this relevant period.

In fact, we are proceeding to purchase the barrels
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in LA and trucking them up.

Nevert hel ess, when you add up all those pieces, we
have a hi gh degree of confidence that we will need the
variance to be able to continue to supply our custoners
bet ween now and the early part of August, and that is the
key.

The farther out you go in time, in the 45 days,
the nmore confidence we have that we will be able to find the
CARB supplies. The reason for that is we have nore options,
because the tinme provides us the ability to bring in farther
di stances, which is as sinple as that.

That is basically the story.

We are unable in the short term the very short
term despite all the efforts at purchases to find the
necessary quantities.

A couple of things that are worth nentioning, |
think there may be sone concern about, and we certainly are
concerned about, using this variance. It is our intention to
use as a little of this variance as possible.

There are two reasons for that.

One is that it is our conpany's policy to conply
with environmental laws. W intend to do that, except we
can't. That is why we are here today.

The second is that the fifteen cent fee for using

the variance to bring in non-CARB barrels and sell them as
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CARB is a very onerous penalty. It is not recoverable in the
commodity marketplace in which | deal wth.

As aresult, it is a strong disincentive to use the
vari ance process itself.

HEARI NG OFFI CER VENTURI NI :  Ckay. Do you have
anyt hi ng el se?

MR JESSEL: | might add that the conpliance plan
as required by variance procedures, and M. Ferrell has
outlined the conpliance plan now in an energency situation,
the final conpliance is hard to actually commit to.

I think that is acknow edged in the regul ations.

We are trying to make findings in Section D. At
the sane tine, we are trying to convey as best we know what
our conpliance plan is in hopes that a hybrid of those two
will suffice.

Qur conpliance plan is, as M. Ferrell alluded to,
the purchase of CARB gasoline on the open narket at a later
time when it can actually be brought here, plus recovery of
the Richnmond Refinery's ability to make gasoli ne.

Bet ween those two, we are confident within the
45-day period, we will not need this variance.

HEARI NG OFFI CER VENTURINI: | read on the
application that you expect to be back in full conpliance
wi thin 45 days?

MR JESSEL: Yes, correct.
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That is very correct.

MR. FERRELL: That has two | egs.

We are hoping, because it is really our intent to
continue to nake products fromcrude oil, but in the event
that is not possible, within the 45 days, we have a greater
degree of confidence that we will be able to buy repl acenent
supplies from di stant nakers.

HEARI NG OFFI CER VENTURI NI :  Ckay.

MR JESSEL: Just one summary comment.

I think between our application and what we have
sai d here today, we have shown that the incident and
circunstances denonstrate reasonably unforeseeabl e
extraordi nary hardship, mainly -- and that is nainly rel ated
to the breakdowns and physical catastrophe at the Ri chnond
Refinery, that there is good cause that the variance is
necessary because of inmpact on Chevron, and naybe nore so to
the customers and driving public in the State of California,
and that they expect and demand a conti nuous supply of
gasoline, and Chevron, as being as large, if we are not able
to supply the 80,000 barrels a day shortfall that we now
project, there is going to be a severe disruption in the
mar ket pl ace

We believe that constitutes extraordi nary hardship
to the extent where this variance ought to be granted, and

need to reiterate the point that M. Ferrell nade that the
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fifteen cent per gallon fee is an enormous incentive for us
not to use the variance and not make hi gher em ssions
gasol i ne.

That provi des enough incentive, and there are other
incentives in our systemthat keep us trying to make CARB
gasol i ne before we nmake vari ance gasoli ne.

W are not sure that there is anything nore that
coul d be conditioned to make us work harder to find CARB
gasoline than the market conditions and the variance fee that
we have agreed to have inposed.

HEARI NG OFFI CER VENTURI NI :  Ckay. |Is there
anything el se that you or representatives would |ike to add?

MR, JESSEL: No.

We are here willing to answer questions, M.
Hearing O ficer.

HEARI NG OFFI CER VENTURINI: | do have a few
questions, but | think 1'"'mgoing to hold themat this point,
and | amgoing to proceed with the other conments.

I first would like to ask staff if they have any
comrents on your application or any questions at this point,
then we will go to hearing coments fromthe other parties,
and then we will cone back and give you, Chevron, the
opportunity for any cl osing conments.

M. Simeroth.

MR SIMEROTH. | think | amgoing to start off with
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M. Jennings, M. Venturini.

MR. JENNI NGS: Thank you, Dean

First, as you have indicated, the application is in
the record. Now that you are under oath, could you affirm
that the content of the application is true and correct ?

MR JESSEL: Yes, | will affirm

MR. JENNINGS: Thank you

One of the requirements for a long termvariance is
that the inability to conply be due to reasons beyond the
reasonabl e control of the applicant.

One factor that it looks at in that regard is
whet her the shutdown coul d have been prevented or mtigated
by the application of standard industrial practices, which
i ncl udes el enents of design, methods of operation and | eve
of mai ntenance that reflect generally accepted practices.

Coul d you address whet her Chevron has used
reasonably prudent activity in trying to maintain the FCC
uni ts?

MR SPURLOCK: | believe that that's true

We are investigating the specific cause of this.
We do not have that yet, but this is a conplete unpredicted
failure.

We woul d not have predicted this.

We have used, | think, very reliable -- reliability

is one of our main aspects of our operation there and very
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hi gh degree of enphasis on that, and there is no reason to
have expected that this would occur, as far as | know.

MR SI MEROTH: This is Dean Sineroth.

May | ask a clarifying question?

El ectrostatic precipitator, it is sort of unusua
to have a gas exposure inside it, that serves w thout saying,
but in confirmation, in your case, is that true?

MR. SPURLOCK: Is that what actually happened?

MR, SI MEROTH: No, no, no.

The expl osion inside the electrostatic precipitator

at the Chevron refinery in Ri chnmond i s unusual

MR, SPURLCOCK: Oh, yeah, absolutely.

| do not know that we have had such an event
before. This is something that I'mnot even sure that this
has occurred within Chevron, any of the Chevron refineries.

MR SI MEROTH. M understanding was that it was
unusual event based on the history at the Air Resources
Boar d.

MR, SPURLCCK: Ri ght.

MR. JENNINGS: Could you tell us the extent to
which the refinery problens that you are having now prevent
Chevron from produci ng any gasoline as opposed to just
inability to produce gasoline neeting ARB standards?

MR, SPURLOCK: | would say that our gasoline

production capability, of any type of gasoline is fairly
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l'imted.

I haven't thought about how nmuch nore we could
produce if it were for sone change in the standards, but
basically we are presently using all of our capability to
take the material that normally would be in the gasoline
boiling range that we could convert in any shape or form and
put themin the gasoline.

Sone of the production is non California gasoline
in order to neet sone of the federal requirenments, but that,
I would say, is less than 10 percent.

So, we are basically there at maxi mum yi el d.

There coul d be enhanced production fromthe factor
that you are tal king about, but it is not going to
significantly impact this situation that we are tal king
about .

MR, JESSEL: Qur primary goal in conming here and
asking for this variance is to keep our customers supplied.

We are focusing on the California custoners, so as
much conpliant CARB gasoline as we can nake we are going to
make.

Ri chnmond is doing that to the limt of their
ability at this point.

MR. JENNI NGS: Ckay.

MR SIMEROTH: M. Venturini, | would like to ask

anot her questi on.
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One of the things, you are able to produce sone
vol ume of conpliant gasoline.

Woul d that be supplied to the Sacramento area which
is the federal RFG for Northern California?

If that is redundant, | apol ogi ze.

MR FERRELL: Yes, | can answer that.

The answer is yes. We will continue to supply the
Federal specification gasoline to Sacranento under any
ci rcunst ances

MR JESSEL: Beyond that, we are planning to supply
CARB speci fication gasoline to Sacranento.

The first priority for that production is,
Sacranmento area, in our application, one condition that we
can accept is that the variance gasoline would all be sold in
Northern California, outside of the Federal RFG nonattai nnent
area, and that would be the Sacramento area, and we are
prepared to do that.

MR SIMEROTH: Okay. Again, this is clarifying,
and if | am saying the obvious, | apol ogize.

I am assuming that the volume that you supply to
Sacranmento will take care of the needs that you need to
supply Sacranent o.

We are not going --

MR JESSEL: Richnond current vol unes are enough to

cover Sacranento.
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MR SIMEROTH. Ckay. | think we had a question in
your application, environmental assessment --

MR JESSEL: The air quality assessnent, yes, we
di d.

MR. SIMEROTH: We have revi ewed that and generally
concur with the numbers.

They are small variations that they are expl ai ni ng
about the options.

MR JESSEL: M. Hearing Oficer, if | may, there
i s one inaccuracy on our application

HEARI NG OFFI CER VENTURI NI : Correct that for the
record

MR JESSEL: Yes.

For the record, | want to correct that that is on
the excess enmission in tons per day chart, which is the first
attachnent, the middle colum, under summary Delta THCevap,
that nunber in our original subm ssion was 1.531

We found an error in conputation |ate yesterday.
That nunber really should be 1.6979

Thank you for rem ndi ng ne.

HEARI NG OFFI CER VENTURI NI : The total, addition
error.

MR. JESSEL: It was a nore conplicated error
sonmewhere deep in the spread sheet, but we discovered it |ast

ni ght, and we wanted to make sure the error was corrected for
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the record.
MR. SIMEROTH: |Is there any particul ar basin?
MR JESSEL: Yes.
The nountain counties, as | recall, and Lake Tahoe

were originally smaller.

MR CGRATTON:. M. Jessel, could you repeat the
figure?

MR. JESSEL: Right.

HEARI NG OFFI CER VENTURI NI :  Wbul d you pl ease direct
any questi ons.

MR, GRATTON: |'msorry.

M. Venturini, would you ask M. Jessel to repeat
the correct figure.

MR, JESSEL: | would be happy to.

The corrected figure is 1.6979.

MR JENNINGS: M. Hearing Oficer, | have a set of
maps that pretty accurately show the area of the Sacranento
Metropol i tan Federal Refornul ated Gasoline area, and | woul d
i ke to have those entered, to be introduced.

HEARI NG OFFI CER VENTURI NI :  Wyul d you like those
entered into the record?

MR JENNINGS: Yes, | would.

HEARI NG OFFI CER VENTURINI:  We will call those
Exhi bit 2.

The application is Exhibit 1.
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(Thereupon the above-referred to docunent was

admtted by the Hearing Oficer as Exhibit 1 and 2

in Evidence.)

MR. JENNINGS: It would be our intent to reconmmrend
as one of the conditions for the variance that it woul d not
apply for gasoline being supplied to that Sacranento
Metropol i tan Federal Refornul ated Gasoline area, and all of
that gasoline would be subject to California refornul ated
gasoline regulation as well as the Federal RFG regul ati ons.

HEARI NG OFFI CER VENTURI NI : Ckay. M understanding
is that is consistent with your application, | believe?

MR JESSEL: That is correct.

HEARI NG OFFI CER VENTURI NI :  Thank you

MR JENNINGS: | would also like to ask Chevron
whet her the variance will effect Chevron's ability to provide
non MIBE gasoline in the Lake Tahoe area?

MR JESSEL: It will not.

Qur plans are to continue to supply non MIBE
gasoline to the Lake Tahoe area, unaffected by this
pr oceedi ng.

MR SIMEROTH: M. Venturini, another question,
assuning, | should not assune, would Chevron be willing to
agree as part of the variance that you woul d procure and use
conplying gasoline as it is available and you can get

conmpl yi ng gasoline, you would try to get gasoline conplying
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with Federal RFG requirenents, and if you cannot get that
gasoline, then conplying with our previously existing
California Phase | RFG requirenents, and if you cannot get
that, I will stop putting limts on

MR JESSEL: Yes.

We can agree to that.

I think, as we nentioned earlier, we have a very
strong incentive for complying gasoline, and as nuch as the
cl eanest gasoline that is available for us to use as vari ance
fuel, we will use that.

HEARI NG OFFI CER VENTURINI: M. Jessel, building on
M. Sinmeroth's comment, | think what he is |looking for is
basically the coormitnent to at all tinmes to produce the
cl eanest gas possi bl e.

Beyond that, can you use the predictive nodel to
assure that you are producing the cl eanest gas possi bl e.

MR JESSEL: | think it is safe to say we are using
the predictive nodel to its absolute fullest extent to keep
production at Richnmond as high as it is.

HEARI NG OFFI CER VENTURI NI :  Let me ask one ot her
question | have now, in case | forget.

In | ooking through your application, you indicated
that you wanted to cover shortfalls for the next three to
four weeks and to replenish inventory and 80,000 barrels a

day shortfall, considering four weeks, about a nonth, that is
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about 2.4 mllion barrels, so | had a question in ny mnd,
were you being conservative in the 3.5 mllion, or why the
di screpancy there?

MR FERRELL: Again, there is the conservati smyou
observe, if you wanted to describe it that way.

The way we look at it is that all the plans that we
have nade to nitigate the | oss are contingent on performnmance
by others that are beyond our control in an industry
environment that is shown to be unreliable this sumrer.

In fact, our observations even before the incident
where we needed to take actions to acquire CARB gasoline, in
fact, a week before the fire, we acquired cargo, which is
arriving in early August.

So, it is the concern for the inability of the
western refineries, not just Chevron's, to keep up with
demand. Qur ability when August rolls around to be able to
buy | ocal supplies, we have no idea about that.

The reason we are concerned is that now, in
February and March, Richnond Refinery was naki ng 100 percent
of the volume we sold to our custoners, and now we are
getting roughly one-third to one-fourth of supply to our
custonmers fromour own refinery.

We are relying on unknown performance of other
refiners as product is available in the marketplace, and so,

we just don't know, and that is the reason for the
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conservative approach.

HEARI NG OFFI CER VENTURI NI :  |s your expectation
then that you will probably not have to sell that narket
vol ume of non spec fuel ?

MR. FERRELL: Yes, that is a way to say it.

It is a very high probability, if nothing else goes
wong with either us or someone else, that we use the ful
amount .

In fact, as | said in ny opening remarks, it is our
intention to use absolutely as little of the variance fuel as
we physically can.

There is a low probability that we'll use a very
smal | amount of the variance.

MR JESSEL: | think it is inportant to recognize
inthis thin chain of links that is now keepi ng our custoners
supplied with Chevron, we are a large supplier in the State
of California, that any failure in the one of those |links can
cause sone severe market disruption

A failure to one of those links nakes it a bigger
one.

The fifteen cent per gallon penalty incentivizes us
in a very, very strong way not to use the variance unless we
absol utely have to.

So, the 3.5 mllion barrels per day (sic) limt to

us is an insurance policy, sonmething that allows us to handle
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the worst possible situation, should it actually occur, and
do we expect the worst possible situation to occur?

No.

But we don't expect the nost likely situation to
occur either.

So, | think the State is very well protected under
the circunstances, even if you should grant the variance of
3.5 nmllion barrels per day (sic), we have a very strong
incentive not to go to that.

HEARI NG OFFI CER VENTURI NI :  Ri ght.

You nentioned 3.5 mllions per day (sic). You
meant over the variance period?

MR JESSEL: Thank you. There is a difference.

MR. JENNINGS: M. Hearing Oficer, we are
anticipating reconmending as a condition that will kind of
have the effect of providing the anpbunt that can be sold
under variance is reduced by any ampunt of gasoline that they
can nake up through other ways, and therefore, the 3.5
mllion figure would only apply if the worst case situation
cones to fruition.

Basically, we do that by reducing the anount by any
vol ume they can produce at the refinery above 30,000 barrels
a day and al so reduce it by the amount of fully conplying
gasoline that they are able to inport into California during

that period, so that the variance would only cover those
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anounts that cannot be covered those ot her ways.

The variance would only cover those anounts that
cannot be covered in other ways.

HEARI NG OFFI CER VENTURI NI : | expect that staff
wi |l probably have a set of reconmendations that they woul d
like to make and will begin after hearing the other w tnesses
and have a chance for Chevron to nake closing remarks, then
will hear fromstaff again and sumarize at that point.

I think that is very appropriate consideration,
because | think one of the things that we truly like to do
here is to minimze and take whatever steps we can to
m nimze the ambunt of non conplying gasoline put into the
system and | am pleased to hear that you share that goal,
and hopefully, you can cone up with sone nechani sns to assure
that happens as nmuch as possi bl e.

I think it would be appropriate at this point, are
there any other questions of staff?

MR, JENNINGS: A couple nore questions.

My understanding is that you are willing to accept
the condition that none of the variance gasoline exceeded
vapor pressure of 7.8 per square inch?

MR JESSEL: That's correct.

MR. JENNINGS: And that controls evaporative
em ssions from nmotor vehicl es.

To what extent do you think that the sul fur content
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of the variance fuel could be maintained at a nmaxi num of 300
parts per nillion?

MR FERRELL: | can answer that.

The nost readily avail able variance fuel will be
the conventional gasoline that are either nmanufactured here
or inported here by us or others or the Pacific Northwest
Mar ket, which is the | argest conventional fuel narket, and
that is the reason we have chosen the Portland' s
specification for our application, and that is the basis for
the cal cul ati ons.

So, within the barrels that are available, we could
try to aimfromthat source for the |l owest sulfur barrels.

As a matter of practicality, in the relevant first four-week
period, there just aren't that many conventional barrels
ei ther.

One statenent | think worth making is | do not
think that anyone here should believe that even with the
vari ance, because of the scarcity of conventional barrels,
that there is any certainty that the supply will not --

So, what | amsaying is we can try, but it is hard
to nmake it a firmcondition at sone level. It is going to be
subject to the availability, particularly in the closing
peri od.

MR JESSEL: For the record, in excess of em ssion

tons per day attachnent to our application are the average
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gasoline properties fromthe last three sumers for the
Portl and area, showi ng that sul fur did average at that tine
period, 202 parts per mllion.

That, of course, is an average of shipnent, that
some bat ches are higher and sone batches are |ower. |nasnuch
as we agree to a condition that says we won't use anything
higher, we linit availability to use variance fuel as a way
to serve our customers, | just wanted to nmake sure that was
clear to the Hearing O ficer

MR FERRELL: Also again, the fifteen cent fee
provi des us a powerful incentive providing the | owest
possi bl e gasoline sulfur so that Ri chnond can blend into as
much of it as possible into CARB gasoline, typically the
sul fur content is what linits the ability to blend, so we are
out looking for |ow sulfur.

HEARI NG OFFI CER VENTURI NI : | suggest that if there
are any questions and you would like to testify, that you
hol d those questions or actually coments, as | said in ny
openi ng statenment, there will be no questions of the
applicant, but if you would Iike to make sone comrents when
we get to the public testinony portion of this hearing, then
you are nore than wel cone to nake any conments that you woul d
Iike.

MR JENNINGS: Thank you. | do not have any nore

questi ons.
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We are interested in the supply inplications, but
we recogni ze that the representatives of the Energy
Conmi ssion are going to testify, and we want to hold off
questions until after that.

HEARI NG OFFI CER VENTURI NI : M. Sineroth.

MR SIMEROTH: M. Venturini, no nore questions.

HEARI NG OFFI CER VENTURINI:  Ckay. Wth that, why
don't we go into hearing fromothers, and | think probably it
woul d be very appropriate at this point to hear fromthe
representatives of the Energy Commi ssion

MR. GLAVIANO Tom @ aviano. | have been properly
sworn in.

I would like to nake a statement that Don Ferrell
has made, we were |ooking at the availability of inports, and
we saw as well that the narket is very, very tight through
July.

Sone availability to bring in cargos that are in
the first of August, basically things start to | oosen up
after August 10.

In our estimation, there are barrels com ng out
here, not a lot of CARB barrels at the present tine, and the
front end of this thing is very tight in terns of
availability of CARB, and cargos, there are some bl end
stocks, other things that are becom ng avail abl e, but npbst of

those have been bought or sold, and | believe those are
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al ready cal cul ated in the narketpl ace

Havi ng said that, we will say that nost of the
refinery problens we are experiencing, we have 845, 000
barrel s of production currently for statewi de as of the
thirteenth of July, on our survey of that, nost of problens,
refinery production is, previously we had 965,000 barrels, so
we are 120,000 barrels off the peak of production froml ast
week.

Most of those problens are in the Bay Area. |
cannot go into any greater detail than that but not until the
Chevron event, they were not spectacular in terms of the
events, but they were a serious concern to us that they
eroded the supply inventories available that today we are
starting on the ninth of July, inventories were roughly
500, 000, about half mllion barrels bel ow where they were on
March 23.

That is about a 21 percent reduction.

We see oursel ves shorted by 120,000 barrels.
Demand' s somewhere around 950 or 965, sonewhere around that
nei ghbor hood, and so, with incentive, we cane to the same
type of conclusion, looking at it froma different way.

Seei ng what was avail able in the beginning, we see
nothing. As tine goes out, we see nore.

As these refinery problens are taken care of, it

may allow for opportunities for others to get involved and do
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their creative things that refiners do to extend their
requi red gasol i ne conponents.

We woul d just say that having been in this process
and | ooked at the penalty fee or incentive programthat that
was designed to do exactly what | heard people say today that
is to make a great incentive for people to go out and
purchase CARB gasoline to the extent possible, the fee would
be such an extent that it probably would cause an economi ca
di sadvant age on the market pl ace, which that may not be
recoverabl e, depending on all of the market conditions out
t here.

We woul d expect that it takes some of the pressure
of f the CARB gasoline supply and denmand that we are seeing
today. That demand has caused prices in the last day or so
to go to over a dollar in the Bay and over a dollar in
Sout hern California.

In addition, problems outside of the state
exacerbated that problemas well

We have problens with the Northwest in the
pi pelines and the refineries that al so have caused us to have
a tighter supply situation. They do effect the supplies in
California, because the blend stock are brought fromthe
Nort hwest down to here.

We had until just recently, until this event becane

apparent, there was roughly a twelve-cent differentia
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bet ween the price of CARB gasoline in the Bay and Los
Angel es.

That price in Los Angeles was on the street |eve
was |ike $1.15, $1.20 in sone places, going to $1.45 here in
Sacr anent o.

Part of that reason was because there was | arge
traffic needed to bring fromthe Northwest to Portland which
have tied up transportation to such a level that there was a
differential greater than transportation cost between the
north and the south, and that has tightened up the supply
situation.

In a sense, it is a unique situation. One of the
promi sing things was that the Panama Canal situation fromthe
four-day delay to one and a half day delay has occurred, so
we see things hopefully starting to break in the end of the
week or early next week if things continue and supplies are
made avai |l abl e.

HEARI NG OFFI CER VENTURI NI :  Wbul d you explain --
did not get the Pananma Canal issue.

MR. GLAVI ANO Yes, the Panama Canal closed June 9
through June 25 for repair work, nmintenance work.

That caused a backl og of ships coming through the
canal, up to five days. That cueing, if you will, has been
reduced to a day and a hal f.

Even if you want sonething today and you have a
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ship out there, the best is a day and a hal f when you get
anot her cue report coming through. So, it is not a big
i ssue, but its just one of those things that's just another
little tick that adds to the tightness of the narketplace.

HEARI NG OFFI CER VENTURI NI :  Thank you. What is
your estimation of when you see | essening of this tightness
that you nentioned earlier, barrels com ng in?

MR GLAVIANO Well, we think that after the first
week in August, there should be a nmuch greater flexibility
and availability of other products that cone in.

Alot in the later part of August, there seens to
be cargos, we have talked to some of the traders, and sone of
their cargos are coning in August 10, 15, 25, sone cargos
that we al ready know about August 25 or 26, as nentioned by
Chevr on.

In addition with the refinery probl ens, hopefully
they will take care of that, should be comi ng back up, that
shoul d ease the situation as well.

HEARI NG OFFI CER VENTURI NI :  Ckay. Staff, are there
any questions of the CEC representatives?

MR JENNINGS: Yes. You were describing the cargos
you were expecting to cone in, in August.

Woul d that be gasoline that conmplies with the CARB
st andar ds?

MR GAVIANO W think there is sonewhere between
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7.75, about 8 to 9 nmillion barrels of gasoline comng to the
West Coast.

Most of that is conventional gasoline and nobst of
that is destined for the Northwest, as we understand it, and
I should say, that is the gasoline and conponents. A |ot of
that, about 25 so percent of that is between now and the end
of July, remaining part coming in August and majority com ng
in later part or at |least after the seventh or tenth, that is
from our sources

MR. JENNINGS: Could you briefly describe the
activities to be conducted that you are basing your testinony
on?

MR GLAVI ANO. What we do is we survey trading
routes to see what was avail abl e out there and what they were
doing in terns of nmaking arrangenents.

I cannot go into a |l evel of detail.

We were | ooking at what is available from
traditional refineries to bring CARB gasoline out here,
Virgin Islands, in the Gulf, and we | ooked at what they were
doi ng, and we asked questions about that to see if we could
get an idea of what is conming out, what is available, what we
can buy or is available to be sold and has not already been
sold, and to get an idea where it stands before and what
types of gasoline is used and see if sonme of that can be

treated through getting it into a CARB spec, which could
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occur.

W will say what we are hearing is that there has
been a call throughout the marketplace, a |ot of conpanies
are looking for sulfur, which of course would indicate that
there has not been any CARB gasoline or at |east the blend
stock of that.

Sone refineries seemto be gearing up to deliver
the gasoline, but again, because of the way the marketpl ace
was, that is a problemthat is not perceived to be a
| ong-term probl em

Had everythi ng gone okay, and this woul d have been
a non-issue.

So, supplies were not lined up as we thought they
woul d be. So, you are |ooking at two, three, four weeks out
before the products start in a volune, and then | think that
supports what Chevron is saying, after four weeks you can
start doing a lot nore in the marketpl ace.

MR. JENNINGS: Do you see substantial supply
shortage prior to two, three or four weeks?

MR, GLAVI ANO We see a very, very tight
mar ket pl ace

In the Bay, you are talking for Northern
California, you are tal king 300, 330 demand, one-third of the
State demands, you are tal king about an 8,000 barre

shortfall, that is 25, 30 percent.
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That is significant. During the price spike of
April, it was roughly 15 percent for the two-week period, so
it could be significant.

MR. JENNINGS: So, you are saying this shortfal
woul d represent over 25 percent of the entire Northern
California market for gasoline?

MR GLAVIANO At the present time, yes

MR. JENNINGS: | have no nore questions.

MR GLAVIANO WMaking a clarifying remark that the
production will be above that, but as the statew de
production in the Los Angeles area is additionally short, and
so that product has to be bal anced out or sent to nake the
commitnents in the south, production may, whenever they cone
back up, may be greater than that, but the volume avail abl e
inthe north in terms of sales is roughly 25 percent.

HEARI NG OFFI CER VENTURI NI : Ckay. M. Schrenp.

MR. SCHREMP: Thank you, M. Hearing Oficer.

My nane is Gordon Schrenp, with the California
Ener gy Commi ssi on.

I would like to add, | have been properly sworn in.
I would Iike to add a couple of clarifications and sone
addi tional information.

M. daviano just nentioned a couple of reform ng
gasol i ne production figures of 965,000 barrels per day, that

is on the Petroleum Industry Information Recording Act data
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that we collect.

It goes into our weekly refinery stock report, 965
nunbers for the week ending July 9

The 845, 000 barrel per day figure in a drop of
120,000 barrels per day is a result of tel ephone survey, to
answer M. Jennings' question, and that was a source of the
845,000 barrel per day figure, and that is as of yesterday.

As you can see, that is a dramatic decrease from
the 965,000 barrel per day figure.

The second point | wuld like to raise is to get a
bit nore perspective on where our inventory |levels are, M.
d aviano did nmention a reference to where we stood back in
Mar ch.

I would like to give a reference where we stood at
this tinme last year, and we are down in using figures from
our weekly Petrol eum Refinery Stock Report, refornul ated
gasoline inventory levels are down 16.5 percent fromthe sane
time last year, and gas in blending conponent inventory are
down 21.9 percent conpared to the sanme tinme |ast year

So, as you can see, we would have to concur wth
sonme of the statenents nmade by Chevron that, yes, we are in
very tight supply situation with regard to both finished
gasol ine and gas in blending conponents in the State of
Cal i f orni a.

That concl udes nmy two points.
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HEARI NG OFFI CER VENTURI NI :  Thank you. Just so
have the numbers correct, that was a 16.5 percent reduction
in gasoline inventories conpared to last year at this tine
and a 21.9 percent reduction in blendi ng conponent
inventories conpared to |ast year at this time?

MR SCHREMP: Yes, that is correct, and | wll
submit for the record in witing those figures.

HEARI NG OFFI CER VENTURINI: W wi || nake that
Exhi bit 3.

(Ther eupon the above-referred to docunent was

admtted by the Hearing Officer as Exhibit 3

in Evidence.)

MR FERRELL: Does he have information on what has
happened to demand in the | ast year of consunption?

MR SCHREMP: Denand, as far as we know,
informati on fromour Demand O fice at the California Energy
Conmi ssion, demand is up two percent as the sane tine |ast
year, at |east, increase in demand, correct, for gasoline.

HEARI NG OFFI CER VENTURINI: | would like to ask the
CEC if you concur or reconmend that the energency variance be
granted to Chevron?

MR SCHREMP: At the current tinme, we are | ooking
at the first three to four weeks, we believe that this would
be the prudent thing to do.

We think there is a lot of pressure on price at the
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current tine and that the reduction in production and supply
woul d not be able to be net at the current tine.

HEARI NG OFFI CER VENTURI NI :  Thank you. Ckay.

Way don't we nove to other individuals that would
like to testify.

I think what we will do is just go around the table
and see if there are other individuals that want to testify,
and then we will go to the individuals on the phone.

John, | think you wanted to testify.

MR GRATTON: Certainly.

For the record, John Gatton, and we represent
U tramar, D anond, Shanrock, and we are here today, we
support Chevron's application

HEARI NG OFFI CER VENTURI NI : Pl ease indicate, in a
few words --

MR, CRATTON: Yes, | was properly sworn.

We support Chevron's application for emergency
vari ance, even as appropriately conditioned.

For the record, U tramar, Dianond Shanrock is an
i ndependent petroleumrefiner. W have seven refineries in
the United States, and our California WImngton refinery
produces about 75,000 barrels a day of CARB gasoli ne.

That is about 8.2 percent of the State's total,
subj ect to what the Energy Commi ssion mght say. In view of

the current situation in which we have heard about, U tramar,
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D anond, Shanrock is operating at its maxi num production
capacity for CARB gasoline.

We are sending a fair amount of it north, as
understand, and we are al so exploring ways to nake conplying
gasoline available to California from other sources.

Wil e we support the granting of the energency
variance, we believe that potential for excess em ssions
shoul d be reduced.

We support the staff's recomrendati on regarding the
hi erarchy of gasoline to be procured, that first CARB RFG I
and then federal RFG and then CARB RFG |, we support that and
we note that Chevron has agreed to that condition

Additionally, we believe that if Chevron is to
import the designated fuel for the Portland, Oregon, specs,
that fuel should be blended with oxygenate up to the federa
m nimum | evel, irrespective of where it is sold, and the
final position, obviously, we do not think that Chevron
shoul d get a cost advantage of having to inport non-conplying
f uel

We read the Section 27, 2271 (F), as granting the
ARB the ability to inpose a variance fee of above 15 cents if
the market differential is greater than that, and from what |
hear, | guess the nmarket differential is not, but we wish to
poi nt out that we wish to say that the condition should be 15

cents or a difference in market prices between Northern
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California and Portland, Oregon, whichever one is greater.

We appreciate the opportunity to speak here.

HEARI NG OFFI CER VENTURI NI :  Ckay. Thank you, M.
G atton.

I would just like to get a clarification from M.
Jennings at this point. 1t is nmy understanding that the fee
in the regulation is non discretionary, 15 cents is to be
i mposed.

MR JENNINGS: Well, at the hearing in which the
Board adopted these regulations, it considered the staff
recomrendation that it be a fixed fee, and coments from sone
but certainly not all parties that it be a variable fee, and
the Board adopted the fixed fee approach

That being said, | would not rule out certain
uni que conditi ons where, based on appropriate findings, the
Board Hearing O ficer could inpose a higher fee, but that
woul d be a uni que and extraordinary situation, | think

HEARI NG OFFI CER VENTURI NI : | guess for
clarification, my understanding is that the 15 cents has to
be inposed, no discretion on that.

MR, JENNINGS: The regul ation says shall inpose a
fee of 15 cents per gallon

HEARI NG OFFI CER VENTURI NI :  Ckay.

Thank you, M. Gratton. Anyone else in the room

that wanted to nake a statenent?
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Ckay. That's good.

Let's move to anyone on the tel ephone. Wuld you
pl ease identify yoursel f?

MR, MERCANDETTI: Yes.

My nane is Tony Mercandetti. | work as a reporter
for Bridge News, in New York.

HEARI NG OFFI CER VENTURI NI :  Okay. You will please
restart, your name and affiliation, slowy.

MR. MERCANDETTI: Tony Mercandetti.

HEARI NG OFFI CER VENTURI NI :  Can you spell that?

MR MERCANDETTI: Me-r-c-a-n-d-e-t-t-i.

I work for Bridge News, in New York.

HEARI NG OFFI CER VENTURINI:  COkay. W are going to
have to swear you in, if you want to nmake a statenent.

W will ask M. Ryden to do that.

(Thereupon Tony Mercandetti was, by the

Admi ni strative Law Judge, sworn to tell the truth,

the whole truth and nothing but the truth.)

MR MERCANDETTI: Yes, | do.

HEARI NG OFFI CER VENTURI NI :  Thank you.

Pl ease, proceed.

MR. MERCANDETTI: On the 15 cent issue, | amjust
curious, it seems that is only predicated on market
conditions in Portland, Oregon; is that right?

MR. RYDEN. Let ne interject that if you are
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interested in offering testinony, in fact, if you have any
questions or wish to obtain sone information or have somne
specul ative questions like that, we will direct you to our
press officer.

MR. MERCANDETTI: Well, maybe if | pose it another
way.

If there is a differential --

MR. RYDEN: We are not entertaining questions like
t hat .

W will refer you to the press office. | amsure
the press office can respond to any type of --

M. MERCANDETTI: | state categorically that it
| ooks as though it would be a real price advantage to bring
@ul f Coast conventional gasoline to the Wst Coast.

MR RYDEN. Let me reiterate again, this is not a
forumfor a press conference. W are here to take testinony
so that we can create a record

MR, MERCANDETTI: How would | pose that then to
make it --

MR. RYDEN: Well, what |'m suggesting you do is,
we'll refer you to the press office of the Air Resources
Board, and they will be glad to respond with any information
that you need.

MR, MERCANDETTI: | thought this was an open public

heari ng.
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HEARI NG OFFI CER VENTURINI: M. Mercandetti, if you
would Iike to make a statenent, we are certainly willing to
hear your statenent, and | just want to reiterate, |'m not
sure if you heard M. Jennings, ARB staff counsel, opening
remarks, where he did put into context the 15 cent |evy that
is in the regul ation.

MR MERCANDETTI: Yes. | heard that.

HEARI NG OFFI CER VENTURINI: | f you have a conmment,
then | would appreciate it, please nmake your coment, and it
will be noted in the record.

MR. MERCANDETTI: Sure.

In nmy observation, there is a 50-cent-plus
incentive to bring Gulf Coast conventional gasoline to the
West Coast, and 15 cents does not address that.

That suns up ny comment.

HEARI NG OFFI CER VENTURI NI :  Thank you.

MR DE COTA: M. Chairman, Dennis De Cota,
California Service Station and Autonotive Repair Association.

HEARI NG OFFI CER VENTURINI: M. De Cota, | would
like to have M. Ryden swear you in.

Pl ease rai se your right hand.

(Ther eupon Dennis De Cota was, by the

Admi ni strative Law Judge, sworn to tell the truth,

the whole truth and nothing but the truth.)

MR. DE COTA: | do.
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HEARI NG OFFI CER VENTURI NI :  Thank you.

MR. DE COTA: My name is Dennis De Cota.

| amthe Executive Director of the California
Service Station and Autonotive Repair Association

| represent about 800 retail service stations, both
franchi ses and i ndependently owned and operated service
station deal er.

If the waiver is not approved by CARB, gas prices
in California, already the highest in the nation, wll
continue to sky rocket even higher than today's record
whol esal e prices, which right nowin San Franci sco stock
market is $1.10 per gallon.

This is a limted choice, the result of years of
negl ect in governnent oversight of the oil industry, the oi
conpani es have been all owed by government to shape the
current marketplace in such a manner that they | eave CARB and
the Davis administration, no other alternative but to choose
one or the other.

The nmaj or oil conpanies strategy on consolidation
and shut down of independent refiners throughout the State in
the past 17 years has created a situation wherein five
conpani es now control 88 percent of all refining capacity.

HEARI NG OFFI CER VENTURINI: M. De Cota, if you do
not mnd, | would appreciate if you would focus your comments

on the specific matter at hand, and that is the application
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before us by Chevron for an energency variance, please.

MR DE COTA: Yes, M. Chairnan

On the 15 cents, that will be inplenented to
Chevron for not having conplying gasoline, will that be
passed on by Chevron to the narketers, that is my first
question?

My second question is, marketers, especially
Chevron dealers, pay with regards to rental and other
financial deals on gross profit percentage, how is that going
to effect then?

Third is, they have a hi gh degree of conpany
operated facilities, which I think a bearable fee is would be
much nore appropriate in this situation than overall fee

Over the last three or four days, gasoline prices
in the State of California have shot up ten cents per gallon
both north and south, why are all the oil conpanies noving in
unison with regard to the prices.

If we are | oss 25 percent of our capacity as far as
refined products per day, and we drop from 965,000 barrels a
day to 845, the differential that we are hearing at 25
percent, woul d equal 241,250 barrels per day.

How is the California consunmer going to be
protected with regards to the cost, and nmen and wonen t hat
own and operate these stations be able to survive the

si tuati on.
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HEARI NG OFFI CER VENTURI NI : Ckay. Yes, |'m here.

M. De Cota, you raised a few questions the purpose
of this is to obtain testinony. Wen we are done hearing all
of the testinony, we will give Chevron an opportunity to make
any closing remarks, and it wil be up to themif they want to
provi de any comments into the record with respect to sone of
your conments.

You nentioned sonething about a variable fee, |
just want to reiterate the regulation is specific that the
fee and the 15 cents per gallon

MR. DE COTA: No, | understand what you are saying,
but | al so understand that we have the option of inplenenting
a variable fee.

HEARI NG OFFI CER VENTURINI:  Only to go higher.

MR DE COTA: Well, maybe that is where that is
pi cked up, you know, especially paid to the conpany retai
outlet.

HEARI NG OFFI CER VENTURINI: Did you have further
coments, M. De Cota?

MR. DE COTA: | thank you for the opportunity to
give testinony, and | also feel that our nmenbers are in
support of Chevron receiving the variance in order to stay in
busi ness.

HEARI NG OFFI CER VENTURI NI :  Ckay. Well, thank you

very nuch. | appreciate you taking the tinme to give us the
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benefit of your thoughts and your conments.

Thank you very much.

MR MOYER M. Hearing Oficer, Craig Myer.

HEARI NG OFFI CER VENTURI NI :  Yes, M. Moyer, we wll
swear you in.

M. Ryden.

(Thereupon Craig Myer was, by the

Admi ni strative Law Judge, sworn to tell the truth,

the whole truth and nothing but the truth.)

MR MOYER  Yes, | do.

HEARI NG OFFI CER VENTURI NI : Pl ease, proceed.

MR, MOYER  Thank you, M. Venturini.

This is somewhat shooting fromthe hip here, given
the time and enmergency nature of this proceeding, but | do
find it to be a pivotal day for the future air quality
effects of gasoline in the State of California.

If we are to elimnate MIBE and anticipate a
continuing increase in denmand as what the Energy Conmi ssion
as indicated, two percent per year, | think upsets are going
to be the normin the future, and if we are to set a
precedent of granting a variance today, we ought to expect to
do this on a fairly routine basis, because our alternatives
are, one, let the market operate and maintain the air quality
benefit, or instead pander to Chevron and create a governnent

control |l ed market pl ace.
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It is that that | have some concerns about. | do
not believe that Chevron has nmet the standards set for us in
Section 2271, and | would urge that it is therefore beyond
your authority to grant a variance today.

MR. RYDEN: Wbuld you care to be nore specific
about that?

MR MOYER | plan to go into sone extent.

First of all, | think the biggest problemis the
nature of the variance is set up as an emergency vari ance,
and therefore, neither Chevron nor staff has had the
opportunity to devel op the facts necessary to assure
conpliance with Section 2271.

Based upon the evidence, which has been either
witten or docunented evidence or testinmony here today, there
is no conpliance plan, nor is there any guarantee that within
45 days product subject to the variance will be conplying.

One or the other of those is required under Section
2271, M. Jessel urged that you accept sone type of a,
believe, he referred to as a hybrid approach, and that is
just beyond your authority to do that.

So, probl em nunber one is no conpliance.

Probl em nunber two is that there is sinply no
evi dence yet, but this is other than a concl usive statenent
fromthe Chevron representatives that this accident, this

i nci dent was beyond the reasonabl e control
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In the history of variance hearings that this Board
and t hroughout the |local level, the issue of beyond
reasonabl e control is subject to rigorous review and i ndeed
the Health and Safety Code requires extraordi nary detai
about what is required to denonstrate that the incident is
beyond the reasonabl e control

The fact that sonething is unusual does not nean
that it's beyond one reasonabl e control

Third, another elenent is that 2271 requires that
the variance applicant contact all other suppliers, and
will testify for the record that | have contacted at | east
two clients who have indicated to ne they are not aware of
contact from Chevron, not only in the last couple of days,
but in the last couple of weeks.

Peopl e who brought in cargos are going to get
adversely effected by this.

So, one of the conditions of 2271 (F) is that fees
and conditions be inplenented to assure that the Chevron
applicant is not at a cost advantage over other persons.

Much has been nmade of the 15 cents per gallon
di sincentive to produce, | certainly would echo the reporters
comments to the effect that 50-cents gallon differential and
west coasters versus gulf would nake it clear that there is
substantial incentive that between buying gasoline at $1.10

in the Bay Area and bringing it in some 50 cents, even
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attenpt even 40 cents, if you call it ten cents a gallon
movi ng there.

I ndeed, even today there is a differential between
testified to by M. daviano indicated that the differentia
just between LA and San Francisco is up to 12 cents per
gal | on.

So, the idea of this 15 cents per gallon fee is
di sincentive i s nonsense.

Finally, there is no energency here.

The incident began back in March, and there is no
showi ng of a reasonably unforeseeabl e extraordi nary hardship
even if the incident was sonehow defined as July 9 the
inability to get everything back up and running, that is
unf oreseeabl e, certainly not a reasonably unforeseeable
extraordi nary hardshi p.

So, the last point, sonething else canme up in the
testi mony from Chevron, one of the requirenents is that
Chevron denonstrate public interest in mtigating the
hardshi p outwei ghs the public interest in avoiding increased
em ssion, that is sinply no evidence in that regard.

There are going to be increased enissions, but
Chevron adnits and the Energy Commi ssion testinony confirns
that there still may be price disruption, and i ndeed stil
may be supply differenti al

Therefore, there is no benefit to providing the
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vari ance, no benefit can be discerned when there is still a
potential for the adverse public interest, and indeed, the
point there is that there is a renedy will not necessarily
mtigate the public hardship.

So, because there still may be these price
di sruptions, Chevron cannot denobnstrate there is a public
interest in mtigating the hardship that outweighs the public
i nterest increase of Energy Conm ssion.

That concludes ny testinony, except that | do
synpat hi ze with Chevron, | sinply believe that this is the
very first gasoline variance that we have ever had in the
State of California, and it is not an appropriate one, and it
was wong to try and call it an energency.

HEARI NG OFFI CER VENTURI NI :  Thank you, M. Moyer.

I"msure in Chevron's closing remarks they wll
probably want to address sone of the points that you nade to
get themto provide their perspective on the record.

Let me ask, is there other people on the tel ephone
that would like to nake a statement?

MR GOULD: My nane is Curt CGoul d.

I"ma Chevron dealer as well as on the Board of
Director of the California Service Station and Autonotive
Repai r Associ ati on.

HEARI NG OFFI CER VENTURINI: Before we do that, |et

me ask, is there any others besides M. Goul d?
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MR HOLLAND: Yes. This is James Holland with
Ki nder - Mor gan.

HEARI NG OFFI CER VENTURI NI :  Any ot hers?

MR ERION: This is Bruce Erion, with Echel on
Ent erpri ses.

HEARI NG OFFI CER VENTURI NI : Let ne just ask the
court reporter, if you want to take a break now -- are your
statements going to be very | ong.

Are you asking the court reporter if she can go
anot her 10 or 15 ninutes, or do you prefer to take a break?

If the three of you can keep it about 10 m nutes or
so and then we will continue, and then after we are done with
the testinmony, we will take a break and then cone back.

Who is first on, was it M. Goul d?

MR GOULD: | believe so.

HEARI NG OFFI CER VENTURINI: M. Ryden will swear
you i n.

Coul d you pl ease state your nane and your
affiliation, again, please.

MR. GOULD: Curt Gould, G o-u-I-d.

I"ma Chevron deal er and al so the Board of
Director, California Service Station and Autonotive Repair
Associ ati on.

HEARI NG OFFI CER VENTURI NI :  Coul d you al so speak up

alittle bit, please.
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We need you to speak up a little |ouder

MR GOULD: | will try and do so.

HEARI NG OFFI CER VENTURI NI :  Thank you.

MR. RYDEN: Pl ease raise your right hand.

(Thereupon Curt Gould was, by the

Adm ni strative Law Judge, sworn to tell the truth

the whole truth and nothing but the truth.)

MR GOULD: Yes, | do.

HEARI NG OFFI CER VENTURI NI : Pl ease, proceed, M.
Goul d.

MR. GOULD: | support Chevron's request for the
vari ance but do ask, should a supply problemstill resolve
sonmet hing, along the lines of allocations to marketers that
Chevron be required to supply granted retailers at the sane
| evel, at which they have supplied their conpany operating
fueling facilities, | also ask that you require to provide
data to prove they are doing so.

HEARI NG OFFI CER VENTURI NI : Ckay. Could you pl ease
repeat that | did not catch it all of it you went pretty
qui ck.

MR GOULD: Okay. | would ask that should a supply
problemresult, sonmething along the Iines of allocation to
retailers or to the nmarketpl ace, that Chevron be required to
supply their branded retailers at |east the sane | evel at

whi ch they are supplying product to their conpany operated

PETERS SHORTHAND REPORTI NG CORPCRATI ON (916) 362-2345

file://IC|/Temporary/0714trns.txt (69 of 107) [10/16/2002 9:50:52 AM]



file:///C)/Temporary/0714trns.txt

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

67
gas stations.

| also ask that they be required to provide data to
prove that they are doing so, that they are providing
supplies at the sanme | evel whether that be on a percentage
basis or on an actual volune delivery.

HEARI NG OFFI CER VENTURI NI :  Ckay. Thank you.

Next .

MR HOLLAND: This is Janes Holland, from
Ki nder - Mor gan.

HEARI NG OFFI CER VENTURINI:  Is it Janes?

MR, HOLLAND: Yes.

HEARI NG OFFI CER VENTURI NI : Ckay. M. Ryden, could
you pl ease swear M. Holland in?

MR. RYDEN: Pl ease, raise your right hand.

(Ther eupon Janmes Ryden was, by the

Admi ni strative Law Judge, sworn to tell the truth

the whole truth and nothing but the truth.)

MR HOLLAND: Yes, | do.

I have not reviewed Chevron's application. |
haven't seen it, and | amnot quite sure if they plan to ship
this variance fuel within their own distribution systemor if
they wish to use the comon carrier system but | would just
like to put on record that if it does go through the comon
carrier distribution that there will need to be sone

enforcenment discretion for the CARB paraneters, wherever the
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fuel may end up, and that is it.

HEARI NG OFFI CER VENTURI NI :  Ckay. Thank you

That is sonething that you can respond to in your
cl osi ng remarks.

Next .

MR ERION: Yes. This is Bruce Erion, with Echel on
Ent erpri ses.

HEARI NG OFFI CER VENTURINI: Do you want to spel
it, Bruce?

MR ERION: E-r-i-o0-n

HEARI NG OFFI CER VENTURINI: M. Ryden

MR. RYDEN: Pl ease raise your right hand.

(Ther eupon Bruce Erion was, by the

Admi ni strative Law Judge, sworn to tell the truth,

the whole truth and nothing but the truth.)

MR ERION: | do.

Echel on Enterprises would not oppose the variance
Chevron has requested, provided that the structure of the
variance conditions are suitably structured to protect the
envi ronnent .

One of the concerns that we have is that the 3.5
mllion barrels volune request is not gradable. One of the
requirenents in, under the variance procedure, is that it is
not putting Chevron in advantage over other conpetitors.

We would |ike to see the various conditions that
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drives everyone to the behavior to protect the environnent.

If Chevron alone has the discretion to regrade
conventional gasoline to CARB at any rate they wi sh, provided
that it does not exceed the 3.5 million barrels over the
45- day peri od.

Then other suppliers are left sonewhat in a
quandary in trying to decide whether or not there is or is
not an incentive based on actions that Chevron may take that
they woul d not be aware.

What we would like to see is a condition that woul d
take that 3.5 mllion barrels and put it on a nore rateable
basis so that the marketplace has a predictability to it, and
that concludes ny testinony.

HEARI NG OFFI CER VENTURI NI :  Thank you, M. Erion

Is there anyone el se on the tel ephone that woul d
like to testify?

Ckay. Wiy don't we take, | suggest that we take a
15-m nute break, and we will reconvene at five o' clock

(Thereupon a brief recess was taken.)

HEARI NG OFFI CER VENTURINI:  On the record

I would Iike to reconvene the energency hearing.
There is one further individual that would |like to make a
st at ement .

Woul d you introduce yoursel f, please, and state you

have been sworn in.
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MR WALKER M. Hearing Oficer, ny nane is Chris
Wal ker .

I am speaki ng on behalf of the California Service
Station and Autonotive Repair Association. | have been
properly sworn in.

The question that | have is how the Board
defines -- nmy commrent is how the Board defines beyond
reasonabl e control of the applicant.

In future hearings, we wll. The CSSA, Service
Station Association supports the request of Chevron at this
time.

We are concerned about how the term beyond
reasonabl e control is defined in future proceedi ngs and woul d
like to see the Board endeavor to nore clearly define what
t hat means.

For exanple, if it is in one's economc interest to
draw down the in-stores, and they roll the dice and all of a
sudden sonet hi ng goes wrong, should they be rewarded by
gi ving them a variance?

We want to know i f having enough inventories should
be considered in their control ?

That concl udes my conment.

HEARI NG OFFI CER VENTURI NI :  Thank you very much.

kay. W have got the nusic again. It doesn't do

any good to ask the person to turn off the music since we are
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on hol d.

We may have to turn the volume down. | think that
will still allow people to hear us, but we won't get the
interference if sonmeone wants to speak, we may just have to
i ncrease the vol une.

M. Sinmeroth will have an extra chore. W can't do
too nuch about that.

At this point, | would like to ask representatives
from Chevron if they would Iike to make sone cl osing
statements, and | would appreciate it if you have any
comrents or reactions to sone of the specific coments that
were made regardi ng your application.

MR JESSEL: Yes.

We will nake the closing statement. 1In the first
part of our opening, for the record, | found a nunber of the
comments, as | believe that the Hearing Oficer did, to not
being particularly relevant to this proceeding.

We are not going to try and respond to those. W
will respond to those one's that are truly relevant to
whet her a variance should be granted to Chevron, of this
appl i cation.

Wth that, M. Spurlock

MR. SPURLOCK: This is Mke Spurlock. | have been
duly sworn in.

| would like to make a comrent on the issue around
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Chevron's reliability and beyond reasonabl e control with
regard to the refinery operation.

Chevron is highly focused on safety and
reliability, this is perhaps one of our highest priorities
within the refining systemand certainly within the R chnond
Refinery in particular.

We have engaged a | ot of our people around this
value, and it is perhaps our paramount intent within the
refining departnent.

W have data which indicates a downward trend of
i nci dent frequency over the | ast several years as a result of
our efforts and focus in this area.

The fact that we had two najor incidents in the
same year is a statistical anomaly. W have not fully
i nvestigated the cause of the nobst recent incident, but it
woul d appear that they are unrelated, the two nmajor incidents
that we have had.

In addition, this is the type of thing that could
have been anti ci pat ed.

It's a result of what appears to be a highly
unusual conbination of factors. It is not the type of thing
that woul d be addressed in our standard industry practices
nor Chevron's reliability and safety practices.

Al t hough, certainly we will learn fromthese and

change our practices and address these things.
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So, | guess in sumary, we do not believe that
these are the type of failures we have ever had before and
that reasonable activities would not have prevented, and
there was no reason to expect either of these would have
occur r ed.

MR FERRELL: Now, followi ng, | have coments on
three topics.

My nane is Don Ferrell. | have been properly sworn

The first was to the comment by the Kinder-Mrgan
representative, Janmes Holland. W have al ready contacted
operations peopl e at Kinder-Morgan

W recognize as the common carrier there are things
they need to take care of, and so, in the event of the
vari ance, we have began di scussions with themtoday, and
hope to be able to continue to use their system as we do
currently, in addition to our own priority systens.

The second point has to do with sonme comments about
gasol i ne being cheaper in the @ulf of Mexico, perhaps
substantially cheaper than the 15 cent per gallon fee.

I don't know what the price of gasoline in the aulf
is today, but order of magnitude, that is certainly true, the
difficulty is that gasoline available in the Gulf today
cannot be on the West Coast in the three- to four-week

rel evant peri od.
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In fact, it could barely arrive here if we were to
begin actually today in the 45-day period. That is point
one.

Second is --

HEARI NG OFFI CER VENTURI NI :  Wyul d you restate that,
pl ease?

| did not catch it.

MR. FERRELL: Well, the price of gasoline is only
relevant in the Gulf to the extent that you can get it to the
West Coast, and it takes a long tine.

So, it is not available to help us mitigate this
supply difficulty in the last three weeks of July and the
early part of August, and this is consistent with the
California Energy Conmi ssion's testinony as well.

The second point was regarding the Gulf of Mexico
gasoline, and | think nore inportant, perhaps relative to the
15 cents, is that CARB gasoline and CARB conmponents are al so
available in the Gulf at prices comensurately lowrelative
to the West, and certainly the 15 cents gives us a powerful
incentive to purchase those conponents.

So, there would be no econom cal benefit to Chevron
i n purchasing conventional gasoline fromthe @ulf to bring
t hem here.

Qur first priority would be, as we have indicated

in our testinony, to bring out CARB gasoline, and that is
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consistent with the econonic incentive fee price.

The third point goes to the topic of econonic
hardship. | think we nmade this point, but |I think it is
worth repeating, perhaps a little nore explicitly, our
concern of the econom c hardship is supplying our custoners
in California.

W have contacted all of the manufacturers of CARB
gasoline, and many of themare in this roomor on the call at
the hi ghest managenent as well as the supply, trading |evel,
and we are satisfied that we have purchased all the barrels
avail abl e to purchase for delivery in this three-to four-week
peri od.

HEARI NG OFFI CER VENTURI NI :  You said you have
contacted all of the manufacturers?

MR FERRELL: Al of the manufacturers and to al
of, to our know edge, all of the traders who we have
purchased barrels fromin the past.

That is a pretty extensive list. W are confident
that the barrels that are out there we have found and
pur chased t hem

So, our certain as to the hardship is we are
concerned that if we cannot satisfy the needs of our dealers
and custoners, then they will have to turn to soneone el se as
the testinony of our Chevron deal er indicated, and just |ike

us, we think when they turn to ook for alternates, they wll
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not exist either.

That is consistent, again, with the testinmony of
the CEC. There is no place to turn

So, the purpose for this is to provide that
alternative.

In fact, if you look at the standard in the
regul ati ons, we believe that the consequences in the
mar ket pl ace as to custoner confidence and the quality
benefits for the air and the availability and the cost of
CARB gasoline, it is a potential inpact on price, because the
mar ket takes care of that.

We believe that neets the requirenents in the
regul ations for providing the overall benefit to the public
interest. | think that is crucial

Finally, | think | have talked earlier, there is no
guarantee with the variance, but | will say, with the
variance, the risk of a supply shortfall is substantially
m ti gat ed.

W have an alternative that is not currently
avail abl e.

Those are the three points.

MR, JESSEL: Mst of the points that we needed to
respond have been nmade.

I will go on and deal with a few ot hers.

I would like to preference nmy comments with the
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t hought that coming here for a variance and receiving a
variance, we do not consider to be a reward unl ess sone
strange mani pul ation of logic the privilege of paying 15
cents per gallon off our bottomline it ends up being a
rewar d.

This is sonething that we need to do to protect our
custoners. W need to protect our dealers, sone of which are
here present in this hearing, and nitigate, as M. Ferrel
said, the serious problemthat can result froma significant
shortfall of gasoline to consuners in California.

As far as the em ssions shortfall goes, | think the
worst thing that coul d possibly happen in the current
situation harkens back to sonme of the events that have
happened in the past.

I remenber a very full Board hearing in early 1996
where price rises and market disruptions caused what |
perceived to believe a serious threat to the CARB regul ation
as a whol e.

We believe that getting variance is not a reward.

It is, in fact, it would be irresponsible for a conmpany as
| arge as Chevron, facing the problemthe size that we are
facing, to not conme and take advantage of the safety valve
that the Air Resources Board intentionally placed into the
regul ations to deal with these situations.

So, we would not be here unless we had a great dea
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at stake. | think the State should see that the State has a
great deal at stake, not only in terms of supplying its
custoners, but preserving the regulations that actually
assure the air quality, the benefits of cleaner burning
gasol i ne.

I want to say that Chevron, since 1996, it has been
a very, very reliable producer and supplier of the gasoline
during the nost critical tines. Since the introduction of
the California gasoline in 1996, we produced great quantities
of California gasoline very, very reliably on spec and on
time.

| say that just to put into perspective the kind of
incident that we are seeing now in Richnond is extrenely
unusual , and we were very, very proud of the record that we
had in supplying California with cl eaner burning gasoline,
and that is why it is so devastating to us to see what is
happeni ng at our Ri chnond Refinery.

On to sone of the specific points, | heard severa
coments that the Air Resources Board should see to it that
Chevron treats its customers fairly, inasmuch as that is an
issue for this proceeding, but I'mnot sure it really is, let
me state for the record that Chevron does treat all of its
custonmers fairly across the board.

It will not discrimnate against any trading cl ass

The whol e i ssue of good cause, | believe, is
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primarily addressed by what M. Ferrell said.

The fact that w thout adequate gasoline for
California consuners, that not only the inconveni ence but the
regul ati ons thensel ves cone under threat, | want to nmake sure
and link that thought to the need to nmake the finding of good
cause.

The reasonably, unforeseeable, extraordinary
hardshi p, clearly extraordinary hardship would be to
California consuners if indeed there was market disruption,
they could not get the gasoline supplies that they are
accustoned to get.

If you consider energency services, for instance,
havi ng troubl e getting gasoline, then clearly that woul d be
extraordi nary hardshi p.

The fact that it was unforeseeable, | think, has
been sumed up well by M. Spurlock, in terms of the fact
that we had accidents at our Richnond Refinery that had we
had any ability to prevent it, we certainly would have
prevented it.

There is absolutely no incentive for a company like
Chevron to do anything other than to prevent the kind of
i nci dent that we had.

We have heard sone nention of conditions that
shoul d be placed, one of themdealt with the 15 cent per

gallon variance fee, | amgoing to let M. Barr speak for
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just a mnute to what we believe is the discretion that the
Executive O ficer has in changing that 15 cent per gallon
fee.

MR BARR M nane is Mchael Barr, and | have been
properly sworn.

Qur position is that the regulation is very clear
and does not authorize a departure one way or another from
the 15 cent per gallon fee.

The energency variance regul ation refers very
specifically and explicitly to the conditions in Section 2272
(F), which has two parts. The first part is conditions that
deal very specifically with subjects other than fees, such as
RVP, such as subsequent transaction protection of the type
that the gentleman from Ki nder-Mrgan mentioned, and that in
the fee provision of the regulation it is very specific, very
cl ear and does not provide for Executive Oficer's authority
to depart fromthat.

Therefore, we think that any requests for greater
or different fees can only be directed to the Board.

In any event, we also believe that no wi tness has
of fered any facts showi ng any uni que or highly unusua
circunstances that would justify departing fromthe fixed fee
that the Board adopt ed.

The Board has not provided any gui delines as

required by statute for the inposition of fees that are
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different from 15 percent, either higher or lower. W have
no way, and we subnmit that ARB and the Hearing O ficer and
Executive O ficer have no way of evaluating the fairness or
equitability of any suggestions made by any particul ar
Wi t nesses here today to change the fee in any way.

If the ARB wishes to consider variable fees, it
must devel op the guidelines for Chevron and across the board
and del ay the request for variance by one mnute for the
devel opment of a set of fee guidelines, that is not an
exercise that is required by the rules of the statute.

Thank you.

HEARI NG OFFI CER VENTURI NI :  Anyt hi ng el se?

MR JESSEL: Yes.

On the suggestion that the 3.5 nmillion barrels in
the 45-day period is inappropriate, again, we have no way of
maki ng that kind of goal rateable, as one conmentator
request ed.

As | think | pointed out in our opening conments
that this situation is very fluid and unpredi ctable, because
it is fluid and unpredictable, there is no way we coul d know
i n advance how nuch variance fuel we would need to bl end over
the next 45-day period, so we do not see any way to actually
make it rateable.

I think we have already put on the record the

met hod by which we came up with the 3.5 million barrels over
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t he 45-day peri od.

But coupled with this, |I don't believe that kind of
limt is any particular threat to the State, because once
again, the 15 cent per gallon variance fee is a trenendous
incentive for us not to make variance fuel at all, not to
mention the fact that we very nuch would |ike to use our own
capital resources that are in the refinery to nake gasoline,
so | think there is very little danger at stake that this
could in any way be over used.

| suggest that the Hearing O ficer think back to
1993, when a nunber of diesel variances were granted during
the introduction of the new diesel

At that time, which Chevron is very experienced and
has a good menory of what went on then, and we found the
variance fee at that time, which was quite a bit snmaller, to
be enough of an incentive to prevent neking nore variance
fuel than is absolutely necessary.

HEARI NG OFFI CER VENTURI NI :  The Hearing O ficer had
experience with that as well.

MR JESSEL: As | recall.

As far as the conpliance plan goes, we actually
think we have made the case for both of the cases that are
possi bl e here in establishing the conpliance plan for
emer gency vari ance.

| believe we have satisfied the findings that are
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necessary under Section D, that is beyond the reasonabl e
control of the applicant requiring conpliance, when you | ook
at the section, you will result in extraordinary econonic
hardshi p, and again, we focus on the end user

There are hardshi ps to, obviously, to Chevron, but
I think the end users will be closely in mnd today, that the
public interest in mtigating the hardship by issuing the
vari ance outwei ghs the public interest in avoiding any
i ncreased emi ssions of air contamnants, and | point to the
basic threat to CARB's rules if there were to be a bl anket
suspensi on as a much, nuch greater threat to air quality than
anything we are planning to do.

The conpliance plan conposed by the applicant can
be reasonably inplenmented, will achieve conpliance
expedi tiously as possible.

I think we heard fromthe Energy Conmi ssion,
corroboration of what we know, and that is that supplies from
CARB gasoline will begin to be flowing in August in
sufficient quantity so that the market can be supplied.

We fully intend to get our Richnond Refinery
operating to as close as normal as safe as we can to
suppl enent all that, but we are convinced at the end of this
45-day period that there will be anple supplies, whether we
have our cracker running or not.

Turning to conditions, | guess it is up to the
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Hearing O ficer. Wuld you like us to respond to sone of the
conditions staff has mentioned, or will there be further
di scussi on?

HEARI NG OFFI CER VENTURINI:  What | would like to
suggest is after you conmplete, I will ask staff to do their
wap up, and then they have nentioned sone recomendati ons
and they have other recomendations, so | would ask themto
| ayout those recomrendations, and then if you had any
comments regarding those, we will take those at that tine.

MR, JESSEL: Ckay. Thank you

MR. BEDDOR: M. Hearing Oficer, | am Chuck
Beddor, with the Air Resources Board.

I woul d just add, any consideration of granting
things that any conditions of variance in terns of
enforceability be placed at the maximumin terns of linmts
and then be placed on the paraneters of gasoline in terns of
areas where the gasoline be sold, which we have al ready
di scussed in terns of batch by batch reporting.

I recognize the difficulty of shipping it by conmmon
carrier, but in the interest of protecting the industry and
keeping the level playing field, we would like to ensure that
any condition be as enforceable as possible.

HEARI NG OFFI CER VENTURI NI :  Thank you

M. Jessel, is that it for now?

MR JESSEL: Yes.
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I"massuning we will get a chance to respond to
conditions and di scussion with staff.

HEARI NG OFFI CER VENTURI NI @ Yes.

Do you have any comments on the recomrendation?

Wy don't we turn to staff at this point, and any
closing remarks or coments and the recommendati ons.

MR SIMEROTH. M. Venturini, | will nmake it brief,
and then Tom Jennings will give a nore thorough di scussion

It appears to us, we support the issuance of the
variance with the conditions to be discussed. That is as
simple as | can make it.

M. Venturini, | apologize. | would like to
backup. In terns of the conditions, we have received a
facsimle fromthe Bay Area Air Quality Management District
that has asked to be entered into the record.

Do we have copi es avail abl e?

HEARI NG OFFI CER VENTURI NI :  That will be Exhibit 4.

(Thereupon the above-referred to docunent was

admtted by the Hearing Oficer as Exhibit 4

in Evidence.)

MR SI MEROTH: The fax involves their
recomendati ons for what they think would be appropriate
vari ance conditions.

HEARI NG OFFI CER VENTURI NI :  Has that been provided

to the applicant and ot hers?
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MR. SIMEROTH: It has been provided to the
applicant, and we have copies avail able for anyone el se who
woul d i ke copy at this point.

MR, JESSEL: W have received a copy, with not a
whole lot of tinme to ook at it, but we would like to make a
few comments at the appropriate tine.

HEARI NG OFFI CER VENTURI NI : | suggest we wait until
the staff conpletes their recomrendati on, and then we wl|l
get your input.

M. Jennings.

MR JENNINGS: If it is not out of order, M.
Hearing O ficer, | wonder whether it would be worth while for
t he Energy Conmission representatives to nake any coments
they want to on the cost of gasoline on the Gulf Coast and
the rel ationship between the cost and the availability there
and the cost and availability in California.

HEARI NG OFFI CER VENTURINI: | think that is an
excel | ent suggestion, M. Jennings, and we wel cone sone
addi tional input on that.

MR. SCHREMP: My name is Gordon Schrenmp, with the
Cal i forni a Energy Conmi ssion

I will respond to that question. | concur with the
comrents nade by the Chevron representative that it is a
matter of time for which Chevron is tal king about, they are

trying to get available supplies of gasoline into the
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California market in near termis fromthis day over the next
three weeks.

In the outer periods of tine, we do see nore
conmplying gasoline coming into California, or at |east being
able to be delivered to California fromoutside of the state.
We al so agree with Chevron representatives that, yes, to be
able to get gasoline fromthe U S. @il f Coast, find a ship, a
U S. tanker, load that vessel, bring it around to California,
it cannot be acconplished in a week, two weeks, or three
weeks.

It is likely to be longer than that period of tinme.

Therefore, it does not fit the criteria of
avail abl e supply to nmeet our needs i medi ately over the next
one to three weeks.

HEARI NG OFFI CER VENTURINI: Ckay. It is also ny
understanding that if fuel is to cone fromthe Gulf Coast
that the likelihood is that that woul d be conplying fue
bei ng brought in, so to the extent that fuel comes in from
the Gulf Coast, it is likely to be conplying fuel

Is that what you are --

MR SCHREMP: | believe to answer your question,
M. Hearing Officer, since it is going to take tine to bring
fuel in, you can certainly arrange that the cargo of
conmplying gasoline conme inin four to five weeks out and you

have to pay a variance fee of 15 cents per gallon
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HEARI NG OFFI CER VENTURI NI :  Let me just ask Chevron
representatives, is that consistent?

MR, SPURLOCK:  Yes.

MR JESSEL: Yes.

MR FERRELL: Yes.

HEARI NG OFFI CER VENTURI NI :  Thank you very much.

That is very hel pful

MR. JENNINGS: As far as you know, is there federa
RFG avai | abl e on the @ulf Coast?

MR SCHREMP: As far as | know, federa
reformul ated gasoline is produced in the United States Qulf
Coast as well as the Virgin Islands facilities in the
Cari bbean.

Yes, that material is available there.

MR, GLAVI ANO Just a caution though, that markets
are normally in balance, refineries produce gasoline fromthe
region, if anybody who is produci ng 80,000 barrels additiona
federal RFG right now, in case of an enmergency in California,
that | would suspect they would not be in charge of that
operation for a long period of tine.

So, what you have is a case where their markets are
in balance, and norrmally they can produce nore dependi ng on
the, upon the blending, it is the luck of the drawin terns
of sone of the crude oils that are being used to running a

stream of |ow sulfur crude oil, that some things can be done
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relatively in a hurry, but nornally that still takes tine to
put that together.

So, if you are going to put together federal RFG as
wel |, those are nade up of conponent parts, outlets, gasoline
streamrun, etcetera, that you might as well get the outlets,
get the other crops, bring in the other, because you are
still paying the transportation costs as well.

I think one of the things we have to nention here,
even if it is a 50-cent deferential this tine, you still have
about a 10 cent transportation cost on top of the 15, to get
it here, with the premum | would suggest you would like to
have sone kind of hedge on nmaking the effort to have the
gasoline available for California.

So, you know it is refunctionable, in terns of once
we get the product here in tine and distance and ability of
catching the refinery with the right blends, and if they can
blend it to nake gasoline, conventional style, they can |earn
to nmake CARB gasoline or give to people to nmake the CARB
gasol i ne.

HEARI NG OFFI CER VENTURI NI :  Thank you

M. Jenni ngs or Sineroth.

MR JENNINGS: Well, | will nake a few conments.

I think that staff would recomrend the granting of
the variance. W believe that Chevron has established that

an extraordi nary hardship would exist if a variance was not
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gr ant ed.

The fact that there would be about a 25 percent
shortfall in the gasoline available in Northern California is
pretty strong evidence that there would be extraordinary
har dshi p.

We are persuaded that Chevron took the kind of
precautions that are appropriate of a recently prudent
refiner to try and avoid the situation

We are persuaded that Chevron has nade and even
nmore inportantly will continue to nake nmany, many efforts and
strong efforts to obtain conplying California refornul ated
gasoline both in the State and from other suppliers outside
the State.

I think we are going to recomend, we are aware
that there would be a significant em ssions increase, and we
are concerned about that. That has to be bal anced, however,
against the public interest in granting the variance, and
given the level of shortfall that we are tal ki ng about for
Northern California, we think that public interest exists.

I would like to | ayout some variance conditions
that we are going to recommend that have not been fully
flushed out. We may or nay not propose naking draft |anguage
avail abl e.

First, we recommend that the variance apply to

gasoline sul fur use of notor vehicles outside of the
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Sacranment o Federal RFG area, and outside of the Southern
California area, that would consist of Los Angel es, San
Ber nardi no, Ventura, Orange, Riverside, San D ego and
I mperial counties.

That includes and is somewhat |arger than the
Federal RFG area in Southern California.

As you know, variances that we have issued in the
past have provided that once the variance recipient ships a
vari ance gasoline or fuel into the marketplace, that it is
| awful for any subsequent distributor to sell that, even
though it exceeds the |evels.

We recommend that that provision be linmted on an
area basis in the same way that the variance would be linited
so that there would be no gasoline allowed to go into the
Southern California area or the Sacramento Federal RFG area
that is not subject to the full CARB standards.

On the other hand, | think we recognize that once a
variance gasoline is lawful to get shipped into the
mar ket pl ace conmes into the distribution system that you have
got to have functionality, and it would be inappropriate to
try and limt that in any other way.

So, we are not going to reconmend that, although
think with the limtations, the pipeline wuld be able to
mai ntain the regular CARB specs in Southern California, and

think we are going to encourage Chevron to do try its
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distribution in Northern California outside the conmon
carrier pipeline system which in case the pipeline could
mai ntain its current CARB spec, which woul d provide an
effective tool in assuring conpliance.

However, if they have to use that pipeline spec, we
recogni ze the need for functionality in the pipeline, and we
assune the pipeline woul d change the Northern California spec
for alimted period of tine that we are tal king about.

We recommend that Chevron be required to continue
to make all reasonable efforts to obtain fully conplying CARB
gasoline. Based on the testinony, it certainly appears that
the 15 cent a gallon variance fee provides a snmall incentive
for themto do that.

In terms of the comrent made by Echel on on
rateability, as | indicated before, we recomend that the
variance anounts start at 3.5 million barrels, but then it be
reduced by a volune equivalent to all of the conplyi ng CARB
gasoline that they are able to acquire during the variance
period, and it be reduced by the volume of conplying CARB
gasoline that they are able to produce out of the Ri chnond
Refinery over 30,000 barrels a day, because that will be
filling, both of those volunmes would be filling the needs
they have and woul d be reducing the need for 3.5 mllion

As | indicated, we recomend the 7.8 RVP throughout

this system | think we will recomend that they nake every
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effort too that all variance gasoline neet a spec of 300
parts per mllion sulfur.

It does not appear that it would be practical to
have a direct requirenent necessitating that spec for
everything, but we are going to recommend that they make al
reasonabl e efforts to maintain 300 parts million and report
to us the extent in which they are unable to do so.

Finally, with the gasoline conming fromthe Qulf
Coast, it certainly appears that economics will dictate it.
They will obtain supplying CARB gasoline to the extent
f easi bl e.

To the extent they are not, we will nake or
recomrend that they nake efforts to obtain Federal RFG from
the @ulf Coast and nake a denonstration

To the extent that they are not able to do so,
simlar to what | just described as sulfur --

Al t hough, it has not been tal ked about a | ot here,
the variance provisions require the pre-paynent of the
variance fee, so that the variance woul d be conditioned on
Chevron paying to the ARB, pre-paying sums of noney that
woul d be greater than any variance gasoline they sell, and
they could do that on a periodic basis, and | think the
econom cs are such they will decide what the best periodic
basis is given the constraint they will not be allowed to

sell variance gasoline if it hasn't been prepaid.
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The vari ances coul d provide that the ARB woul d hol d
those funds in a holding account, and they woul d be
transferred to the High Polluter-H gh Emtter Fund specified
in the statute.

Once we have confirmed that variance gasoline
covered by the fee has been sold, to the extent that they
have prepaid nore than the variance gasoline that they
ultimately sell, we would renmit those funds fromthe hol ding
account and not send it to the statutory account.

HEARI NG OFFI CER VENTURINI: M. Jenni ngs, now woul d
anot her option be to have that go into the escrow account.

MR JENNINGS: | am advi sed by the ARB
Admi ni stration Services Division that they could, but it
woul d be practical for it, could be done in the way I
descri bed, that way the ARB woul d al ways have t he noney and
you woul d not have an independent escrow being set up

HEARI NG OFFI CER VENTURI NI :  Ckay.

MR. JENNINGS: There is going to be a need to track
carefully the gasoline that they inport and produce under the
variance to make sure that the 15 cent a gallon fee is paid
for all appropriate gasoline.

We nmay be able to shortly recomrend sone terms, but
I think there also may be a need for the variance to provide
that a protocol be established in the next week or so which

would with greater specs down and then half of those reports
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woul d be nade

One coment that is worth making on the submittal
fromthe Bay Area District, | have not had an opportunity to
reviewit, but it has been pointed out that the 15 cents a
gallon variance fee does get paid into the statutory Hi gh
Emtters Fund, which is supposed to be used for prograns
which will reduce enissions, and so there could be sone
mtigation in that regard.

HEARI NG OFFI CER VENTURINI:  There was an earlier
recomendation regarding tiering of the priorities for fue
to ensure that all reasonable steps were taken for the
cl eanest fuel possible, starting with the CARB, and M.
Sineroth that was a suggestion?

MR. SIMEROTH: M. Venturini, | think the spirit of
my reconmmendation was captured in M. Jennings
recommendation that the 300 PPM sul fur and the 7.8 RWP is
phase one specification that would be the | owest tier, the
Federal RFG was clearly identified by M. Jennings and that
is the only other tier

HEARI NG OFFI CER VENTURI NI : I wanted to nake sure
that staff was still recommending the tiering approach

MR SIMEROTH. This is a concern, M. Venturini,
certainly, and I think as M. Jennings has described it, it
woul d have that effect.

HEARI NG OFFI CER VENTURI NI :  Thank you. | certainly
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recognize | was a little concerned nyself how to handle the
reporting and so forth.

Since ny presunption is that you need a decision
very soon on this variance.

It may be appropriate to require that the tine that
the protocol to get down to specifics on the reporting to
make sure we have sone frequency and so forth that would
provide us with information that is needed to track this and
al so the opportunity to get that information

MR SIMEROTH: M. Venturini, with that reporting,

I would assurme it would al so cover the enforcenment aspects as
was nentioned previously.

MR. BEDDOR: W al ready have a nechani sm set up
with a lot of refineries, and | assume we m ght be able to
present --

HEARI NG OFFI CER VENTURI NI :  As a nodel .

MR, BEDDOR:  Yes.

In effect now for people who want the average, they
do report batch by batch.

MR FERRELL: M. Venturini, we, as natter of
current practice report batch by batch all of the
requirenents, the only change | could see would be the timnng
in need for the accountants to understand the fees.

MR JENNINGS: Nornmally this gasoline represents

gasol i ne produced at the Ri chnmond Refinery.
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It is not going to be producing at the Ri chnond
Refinery. It is now going to be inported.

So, maybe you could speak if you want to now, on
the various points that you expected that the gasoline would
get to the distribution system

MR FERRELL: Yes. It would be either the R chrmond
Refinery or commercial ternminals in the Bay Area.

In all those cases, we have the reporting
requirenents that would be nmet by whatever actions we took
As to the odds, nost of it would be complying is virtually
all of it.

To extent it may not, there could be sone variance
gasol i ne brought in, say, into short term we have to take
provisions for that, and that would be introduced into the
Ki nder - Morgan pi peline, and those are the arrangenents we are
tal ki ng about, would have to be in functionality, and we see
the priorities simlar.

I amputting a lot of things together in the one
sent ence.

But the variance gasoline in the comerci al
term nal would be not blended by us in the ternminal, so it
woul d have a certificate of assurance, whereby when | think
we di scharged in the term nal blended CARB gasoline it would
be on the way into the term nal

MR, JENNINGS: As | understand it, all of the
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vari ance gasoline, certainly nost of the gasoline is what you
import fromout of California, say you woul d be subject to
i mporter provisions, and we would nonitor the gasoline in the
same way fromwhen it is shipped frominport facility the
same as we do under our regul ations and protocols that we
have entered into on tanker shipnents could be applied as
wel |, and that any other product woul d be produced by
Chevron.

MR, FERRELL: Yes, and the only conplication would
be is for the barrels that we buy that have already been
| oaded by soneone el se on the ship certifying as a Portland
specification gasoline and where we di scharge that as
variance gasoline in the third party terninal, sone change in
desi gnation woul d have to occur.

MR JESSEL: | think what we can agree to is to
work with ARB for protocol, make sure all this happens.

I think what we are saying is that you probably
have the data necessary, but we just need to set up a system

HEARI NG OFFI CER VENTURINI: It nay be appropriate
to review that to make sure we are satisfied to getting all
the information that we need in a tinely manner to assure
that we are taking all the steps possible to provide the
cl eanest fuel in Northern California.

MR, FERRELL: W can certainly provide that

assur ance.
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MR. JENNINGS: That conpletes ny reconmendati ons.

HEARI NG OFFI CER VENTURI NI :  Thank you very much.

M. Jessel, | would like to get your reaction to
staff's reconmmendati ons.

MR. JESSEL: M response to the Bay Area Air
District proposal, we have had a brief look at it, all of the
provisions in it appear to be neasures taken in mtigation
shoul d we sell non-conplying California gasoline in the Bay
Area, | guess would be the focus.

Qur strong belief is that the 15 cent per gallon
fee, which in the diesel world was called environnmenta
mtigation fee, really is an environnental mitigation fee
because of where it actually ends up in the high polluter
retiering count.

Chevron has been on the record for an awful |ong
time saying retiering high polluting vehicles is probably the
most cost effective way to deal with air quality problens in
Cal i f orni a.

We recogni ze the only problens in the way are
political than anything el se, so as nuch of that nobney goes
to repair high polluters, |I think the Bay area actually wll
come out ahead in terns of enissions.

But | ooking at the individual itens here, there is
a devil in all kinds of details, sone of this thing appears

to be very, very difficult for us to acconplish at any tineg,
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|l et alone be able to agree to sonething like this under the
situation where we are asking for energency variance.

It would take us quite a long tinme to eval uate each
one of these proposals and figure out what the inpact on us
and whether we think it is really relevant to the proceedi ngs
her e today.

So, ny suggestion is that we be sure that the Bay
Area Air Quality Managenent District that the 15 cent per
gallon fee which is going to go to repair high polluting
vehicles is their reports and nmitigation in as nuch as Bay
Area receives a higher proportion of variance gasoline than
any other part of the State, | would consider it in their
right to ask for a higher proportion of the mtigation fees
to be used in their area, and that is obviously up to the
State.

That is to the response. |t does raise another
i ssue, though, and that is Bay Area District gets this in
terns of litigation, what about the other districts, how are
they then treated?

I think setting a precedent where we start dealing
with district by district issues in that fashion is really
going to stop any kind of proceeding to allow energency
vari ances to be granted.

I think it is actually unwise to even start down at

that particul ar path.
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So, that is our basic response to the Bay Area
proposal .
Now, in terms of the conditions, | think we can
di spense with themfairly quickly. | did want to comment on

M. Beddor's comrent, we, too, are very, very concerned that
ARB be able to effectively enforce the California rules, that
is to Chevron's benefit as well as to the State, so we will
cooperate in every way possible to nake an enforcenment of
those rul es as easy as possi bl e under these circunstances.

Having said that, | think we can accept all the
conditions as outlined by M. Jennings, subject, of course,
to review of the detail of it.

If we are about done, | have a short closing
st at ement .

HEARI NG OFFI CER VENTURI NI : Go ahead.

MR JESSEL: Ckay.

We think you do have a conmplete record for a
deci sion now. W think we have put everything on the record
that you need to nmake the decision, and | think staff appears
to support that.

We don't think you need any further hearings. You
don't need to take any nore comments. You don't need any
nmor e proceedi ngs.

We suggest you close the record so we can get on

wi th serving our custoners.
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After all, part of the hardship that consumers and
Chevron in particular is experiencing right nowis
uncertainty, and as soon as we have certainty, then the
si zeabl e piece of that hardship goes away.

Wth all that said to request a pronpt decision as
qui ckly as possible, tonorrow, tonight, whenever you can pul
it together, we are at the other end of the phone, and
appreciate all the efforts that ARB has nade to put this
together in such short notice and in responding to the
situation in which we are hoping this action will keep from
becom ng critical

HEARI NG OFFI CER VENTURI NI :  Thank you very rmuch.

At this point, | do want to close the record.

MR. WALKER: | just want to state for the record,
these coments were distributed, our public commentary was
closed prior to these being distributed, and the conments
fromBay Area Air Quality Managenent District, particularly 2
and 4 and nunber 10 coul d adversely affect deal ers.

This comes at deal ers expenses, nhot the question,
and we are very concerned about any attention given to these
at this tinme.

We agreed that the 15 cents woul d provi de proper
mtigation.

HEARI NG OFFI CER VENTURI NI :  Thank you

Now, | will close the record on this hearing. |
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wi Il consider today's testinony and the witten record.
will nmake a recommendation to the Executive Oficer, and
appreciate that tinme is of the essence here.

What | intend to do is ask staff to draft the
Executive Order based upon nmy reconmendation to the Executive
Oficer and his decision. | would like to make a draft of
that available to Chevron not for the purpose of changing it
but just to nmake sure that you understand the | anguage so
that it is clear what we are saying so there is no
interpretation problens.

As soon as that decision is made, we will notify
you verbally, and then we will follow up with the witten
order in a very tinely manner.

Wth that, | would like to thank everyone here at
the table, all of those people around the room and those that
are on the tel ephone for participation, and hopefully, we do
not have to do this again.

Thank you all very nuch.

(Ther eupon the hearing was adj ourned

at 6:00 p.m)

--000- -
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CERTI FI CATE OF SHORTHAND REPORTER

I, VICKI L. OGELVIE, a Certified Shorthand
Reporter of the State of California, do hereby certify:

That | am a disinterested person herein; that the
foregoi ng hearing was reported in shorthand by ne, Vicki L.
Ogelvie, a Certified Shorthand Reporter of the State of
California, and thereafter transcribed into typewiting.

I further certify that I amnot of counsel or
attorney for any of the parties to said hearing nor in any
way interested in the outcone of said hearing.

I'N WTNESS WHEREOF, | have hereunto set ny hand

this nineteenth day of July, 1999

VI CKI L. OGELVIE
Certified Shorthand Reporter
Li cense No. 7871
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